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SAFE-DEPOSITS BY JOHN TANN 


e All over the world there is an increasing use of safe-deposits. The 
renters of the small safes or ‘‘integers’’ have an ever-growing appreciation 
of the convenience of having a small safe to themselves, guarded by the main 
security of the bank or safe-deposit company. (In a recent example of a safe- 
deposit installation by John Tann in a Colonial bank, every safe was let six 
weeks after erection and the installation had to be doubled.) At the same 
time, banks and other institutions are becoming increasingly aware of the 
value of such an installation as an investment, deriving its income from the 
rent paid by the customer. Safe-deposits by John Tann find favour because 
of their fine workmanship, their complete safeguards against theft and fraud, 
and their thoughtful provision for the convenience of the customer. Below 


is illustrated part of a large installation just completed for a foreign bank. 
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SIR STAFFORD CRIPPS 


on his zcay to the first meeting of the Cabinet 


after the devaluation 













































What’s on this caller’s card that opens the door to a busy executive's 
office ? It’s just a symbol in the corner — the «> of Burroughs. 
You see, that symbol stands for an organization whose job is to 
help save time. Through daily contact with all kinds of business, 
Burroughs is familiar with current problems in figuring, account- 
ing and statistical procedures - and how they are being solved. 
Burroughs knows time-saving trends in machine application. 
Burroughs has a complete line of machines that get figure work 
done in less time, at less cost, with less effort. 

Phat is why busy men welcome the visit of a Burroughs representa- 
tive. They know it takes time to save time. They know that time spent 
with a Burroughs man is a good investment. Phone him to-day. 
Regent 7061. Burroughs Adding Machine Limited, Avon House, 


356-366 Oxford Street, London, W.1, and principal cities. 


WHEREVER THERE’S BUSINESS THERE’S 


me Burroughs 


A new factory ts nearing completion at STRATHLEVEN, Scot 
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A Banker's Diary 


Tus issue of THE BANKER, the first to appear after the Chancellor’s historic 
broadcast on September 18, records the impact effects of sterling devaluation, 
explains the far-reaching re-alignment of world exchange 
Devaluation relationships which it set in motion, tells the story of the 
and its moves in London and Washington which preceded the momen- 
Effects tous decision, and analyses the salient conditions which are 
likely to determine its ultimate effects on Britain’s economy 
and upon the w ider sterling-dollar problem. These surveys are presented in 
the two opening articles, while a third article points to some of the major 
contrasts, which need to be kept firmly in mind, between the situation now 
and in 1931 
The decision became known just at the time when THE BANKER would 
normally have been going to press ; but, in view of the far-reaching changes 
which the announcement heralded, it was judged right to defer publication 
date for a few days to permit adequate revision of articles which had already 
been prepared. Accordingly, the important articles on the problem of retrench- 
ment within the sterling area, and upon South Africa’s special position within 
it, take full account of the probable effects of devaluation so far as they can 
yet be foreseen—though some of the views put forward now may need to be 
modified after the rapidly changing situation has crystallized. It is to be hoped, 
indeed, that such modification will be needed soon; for this problem of 
excessive sterling area expenditure now assumes even more massive propor- 
tions than before—yet no measures for dealing with it are yet in sight. 


TxE new version of the Intra-European Payments scheme is likely to prove 
one of the earliest victims of the widespread devaluation of European currencies. 
Months of negotiation had been required for the elaboration 

Intra- of a new scheme, the main distinguishing feature of which was 
European _ to be an increased measure of transferability for the drawing 
Payments rights exchanged among the member countries. Under the 
Tangle new scheme, which was due to come into operation on the 
first of this month with effect from July 1, it was provided 

that 75 per cent. of the drawing rights were to be available on a strictly bilateral 
basis while 25 per cent. would be transferable within the group of O.E.E.C. 
countries. The object of this change was to introduce an element of effective 
competition within intra-European trade and to provide the payments setting 
within which the new proposals for liberalizing intra-European trade could 
best operate. The special case of Belgium, with its prospective surplus to 
0.E.E.C. countries amounting to more than twice its prospective deficit to 
the dollar world, was met, on the one hand, by an E.C.A. grant to Belgium of 
“free” dollars (that is to say, dollars which were not earmarked for specific 
E.C.A. purchases and which could be added to reserves) and, on the other hand, 
by the provision of long-term credits by Belgium to her main debtors. Following 
the initialling of the new agreement in Paris on July 1 last, discussions took 
place to estimate the balances of payments on which the drawing rights might 
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be established. These negotiations were completed in time for the actual 
figures of drawing rights to be published last month. 

Scarcely, however, had they been divulged to the world than the devalua- 
tion of sterling and the consequential effect on other exchanges blew this 
carefully constructed agreement sky-high. The contributions and drawing 
rights under the scheme, although necessarily calculated first in terms of 
domestic currencies, were converted into dollars at the former parities before 
formal inclusion in the new payments scheme. This is how they appear in the 
schedule to the new I.E.P.S. When, however, these dollar figures are recon- 
verted into European currencies at the new exchange rates they bear no 
resemblance to the likely surpluses and deficits to which they will have to 
apply. The hard work done in Paris will therefore have to be done again. 
This is only one of the ways in which the devaluation of European currencies 
has caused chaos and consternation within the confines of the O.E.E.C. 
organization in Paris. 


THE open sessions of the Washington meeting of governors of the International 
Monetary Fund seem to have been largely devoted to the subject of gold. 
That may have been due to the persistence with which the 


Gold South African Finance Minister, Mr. Havenga, can always be 
and the expected to plead this special case. It may also be that this 
Fund subject was chosen as the best means of throwing dust in the 


eyes of ‘‘ peeping toms ”’ and veiling from them the real nature 
of the debate on currency realignment which kept the more important of the 
representatives in Washington occupied. Mr. Havenga made a frontal and 
flank attack to gain his objective. In the first place he moved a resolution 
asking for a uniform increase in the price of gold by all member countries. 
After some preliminary skirmishing this was finally rejected by Mr. Snyder, 
the Secretary to the U.S. Treasury, who flatly announced that he could not 
recommend any such move to his Government. The reasons for that refusal 
are clearly and convincingly stated in the annual report of the International 
Monetary Fund. It is there argued that an increase in the U.S. dollar price of 
gold would merely be a device for increasing the flow of U.S. exports which 
can be paid for by the rest of the world. It would be U.S. assistance covered 
under the guise of paying more for gold imports. The United States Govern- 
ment, if it is to give external assistance, prefers to do it in accordance with 
its own order of priorities and not in accordance with the wholly irrelevant 
criterion of which countries are gold producers or holders of gold. The fact 
that the U.S.S.R. is a substantial producer and holder of gold and would, 
therefore, be one of the main beneficiaries of an up-valuation of gold in the 
United States, lends special force to this argument. 

Mr. Havenga’s next move was to ask the I.M.F. to sanction arrangements 
by which gold producers would be allowed to sell up to one-half of their gold 
production in the free or premium markets of the world. This motion was 
submitted to a special gold committee and then considered by a full meeting 
of the governors. The publicity given to this motion was probably part of the 
subtle and, by and large, successful diversionary campaign to put outside 
observers off the scent of the impending devaluation moves. Now that devalua- 
tion has taken place and that South Africa has been given the benefit of a new 
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price of {12 8s. per ounce, this motion may be expected to die. If such practices 
as that requested by South Africa were tolerated, the I.M.F. would be letting 

itself in for some major headaches. Gold is the most difficult commodity in 
the world to segregate and follow through. The task of implementing any 
such agreement would have defeated the efforts of the strictest and most 
efficient administrative machine. In any case the proposal would have defeated 
itself. Had the now restricted free gold markets of the world been asked to 
absorb one-half the output of newly-mined gold, the premium at which they 

quote g gold over the official parity of $35 would have dwindled rapidly. But all 
this is now old history—as the boom in aed shares in London and Johannesburg 


clearly testifies. 


THE upward tendency of bank deposits was sharply reversed during August, 
but it is questionable whether this change signified any real reinforcement of 
genuinely disinflationary influences. ‘‘ True” deposits, as the 

Fall in accompanying table shows, dropped by £54 millions, thus 
Bank reducing their excess over the corresponding 1948 level to 
Deposits only £7 millions. Advances, rather unexpectedly, rose by only 
£3.60 millions, while the aggregate investment portfolio was 

fractionally smaller. Hence the whole dec cline in deposits was presumptively 
due to a reduction in governmental demands. Allowing for the seasonal 
decline in the active note circulation (by £6 millions) during the month, the 
apparent repayments of governmental indebtedness to the banking system 


August Change on 

1949 Month Year 

£m. £m. £m. 

Deposits a “tr rv oi 5921.6 - 51.7 + 319.0 
‘True ’’ Deposits* .. oe 5738.5 — 54.1 - 6.9 

‘ i 

Cash ee ee wa i 492.1 (8.37) Fr 0.5 - 0.4 
Money Market Assets sa ne 1295.0 (21.9) f 15.0 E 296.3 
Call Money ar ns ss 498.1 ( 8.4) 6.3 9.6 
Bills P eid <a PF. 790.9 (13-5) 8.7 + 101.6 
Treasury Deposit Receipts i 1087.5 (78.4) — 72.5 — 235.0 
Investments plus Advances = 2940.7 (49.6) ft 3.0 139.8 
Investments ar By 1510.9 (25.5) - 0.6 - 36.6 
Advances “i as = 1429.7 (24.2) - 3.6 t 103.1 


*After deducting items in course of collection. Ratios of assets to published deposits. 


must have amounted to over {60 millions. This figure far exceeds the visible 
resources available ; for the period most nearly comparable to that covered 
by the banking figures, the Exchequer return suggests that the Treasury’s 
“ overall ’’ cash surplus was rather Jess than £20 millions. Part of this dis- 
crepancy certainly resulted from imperfect alignme ‘nt of the periods covered 
by the two sets of figures. For the rest, it probably mainly reflects the big 
chang yes which were then taking place in the distribution of overseas funds in 
London in consequence of the fears of sterling devaluation. One effect of the 
reluctance of foreigners to hold sterling has been to cause a transfer of sterling 
funds from outside banks and other private holders to the monetary authorities 
of the countries concerned. The clearest instance of this is the recent concen- 
C1 
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ry 


tration, into the hands of the Italian Exchange Institute, of the balances 
formerly held by the Italian commercial banks. It is reasonable to assume that 
movements such as these have been causing funds to gravitate from the 
clearing and outside banks towards the British authorities, since money con- 
centrated in the hands of overseas monetary authorities will normally find 
employment in Treasury bills. To the extent that this has happened, the 
Treasury will have been enabled to reduce its borrowings from the banking 
system and money market. 

It is apparently mainly for this reason that the Treasury's switching of its 
borrowings to tender bills has so far produced only a moderate increase in the 
banks’ money market assets. While the additional bill issues have appreciably 
surpassed the aggregate repayments of Treasury deposit receipts, the expansion 
of the clearing ‘banks’ mone y market assets has been much smaller than the 
net amount repaid to them on T.D.R.s. The August bank statement, of course, 
reflects only the first effects of the switching policy ; in subsequent statements, 
the disparity between the movements in the two groups of assets may be 
expected to be somewhat less marked. 


THE annual report of the International Bank for Reconstruction and Develop- 
ment gives an admirable e xposition of that institution’ s loan policy, especially 
in relation to the “ point four’ programme of technical and 


Inter- financial assistance to so-called “ under developed ”’ countries. 
national The basic objectives of the I.B.R.D. are the same as those of 

Bank the “ point four’’ programme. But the comments made on 
Policy _ this subject in the report of the I.B.R.D. are in marked and 


wholesome contrast to the more emotional terms in which it is 
all too often referred to both in the United States and among the potential 
beneficiaries. The gist of the Bank’s remarks on this subject is that the capacity 
of under-developed countries to absorb capital quickly for truly productive 
purposes is extremely limited. The limits are set by prevailing standards of 
education and health, by political instability, by lack of skilled administrators 
—in other words, by factors which cannot be changed from one day to another 
but which must be made the object of long term schemes of social improvement 
and political education. In all these schemes it is much more than money that 
is required. The I.B.R.D. restates in its report the main criteria by which it 
is guided in its loan operations. The first is that the Bank must be convinced 
that the loan cannot be obtained privately on reasonable terms and, yet, that 
there are fair prospects of repayment. The Bank is prepared to run risks 
greater than private investors are willing to assume. That, indeed, is the 
main reason for its existence. But though the Bank is papeies to take risks, 
they must be calculated risks. That leads to the second of the Bank’s criteria, 
namely, that the loan must be for sound and productive purposes. Thirdly, 
the Bank must bear in mind the “ transfer risk’ involved in the operation. 
Since the capacity of most countries to service additional foreign debt at present 
is limited, the Bank must satisfy itself that the object of the loan is of suff- 
cient importance to the economy of the country concerned to warrant and 
justify the incurring of a fresh foreign exchange liability to finance it. 
One of the more interesting aspects of the Bank’s operations over the past 
year has been the development of its marketing technique. The limits of the 
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Bank’s resources had generally been measured in terms of its own capital and 
of the direct obligations it would be able to place in the open market. And, 
since U.S. dollars are the currency mainly required by the Bank’s potential 
borrowers, it was in terms of the U.S. subscription and of Wall Street’s capacity 
to absorb the Bank’s bonds that the scope of its activities had been estimated. 
The Bank has, however, been developing another means of adding to its dollar 
resources—through the sale to institutional investors in the United States of 
securities it has obtained from its borrowers and has then reinforced by its 
own unconditional guarantee. Up to now a total of $28 millions of such 
securities has been transferred from the Bank to insurance companies and 
savings banks in the United States. If this technique can be extended, an 
exceptionally elastic means will have been found of mobilizing additional 
resources for the Bank as and when these are required. Good progress has also 
been made in extending the scope within which the bonds and securities of 
the Bs ink can be legally placed in the United States. By far the most important 
achievement in this respect was the legislation enacted by U.S. Congress last 
June which makes the securities issued or guaranteed by the Bank eligible to 
be held, dealt in or underwritten by all member banks of the Federal Reserve 
System. With this imprimatur the ceiling for the issue of Bank bonds should 
have been raised appreciably—to a level commensurate with the promising 
scope for activities which now opens up before this institution. 


Ir is many years since British banks have had occasion to congratulate two 
of their number upon an approaching union. But although major amalgama- 
tions are now so rare, the fusion announced last month, between 

Scottish the Clydesdale Bank and the North of Scotland Bank, has 


Bank caused no surprise ; a marriage of convenience between these 
Merger two institutions has long seemed to be a logical, if not a 
probable step. Both have been joint affiliates of the Midland 

Bank for more than twenty-five years ; yet their spheres of interest, both 


geographically and industrially, are largely complementary. Subject to the 
approval of the Scottish Court of Session, they will join forces as from January 1 
next, and will ty te thenceforth as the Clyde sdale and North of Scotland 
Bank Ltd. The necessary Treasury approval for the change has already been 
secured. It has been announced that the whole of the present staffs will be 
retained for service with the new combined bank, while, since the capital of 
th institutions is wholly owned by the Midland Bank, no outside shareholders’ 
interests have to be consulted. 
inevitably, the disappearance of the Clydesdale and the North of Scotland 
as separate entities may cause some twinges of regret in the regions they have 
long. Both banks are more than a hundred years old (the Clydesdale 
was founded in 1838 and the North of Scotland in 1836), both have distinctive 
traditions of their own, and the North of Scotland is in a unique position as 
the only surviving bank with its head office at Aberdeen. But the stern 
economic logic of this amalgamation seems to be unimpeachable. The staff 
problems faced by all banks to-day—especially the pressure on costs resulting 
from the unsymmetrical age-distribution of staffs and from the need to train 
specialists for gion foreign and other business—must bear especially heavily 
on small entities such as the North of Scotland, which is, in fact, the smallest 


served So 
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of the Scottish banks. The desirability of spreading the expense of training 
schemes and other overheads across as large a turnover as possible i is becoming 
increasingly obvious. Moreover, although the economic importance of the 
Highlands may well increase in the future, the North of Scotland Bank still 
has an inadequate range of industry over which to spread its advances. It 
is only in these days of post-war boom in farming and fishing that the ratio 
of its advances to its deposits has risen to—and, indeed, has lately surpassed— 
the average for the eight Scottish banks as a whole. The new bank, which 
will now be the largest in Scotland (the combined deposits of the two banks 
at the end of 1948 amounted to {£161 millions as compared with the {133 
millions of the Royal Bank of Scotland), should therefore benefit in many 
ways from the economies of integration. 


TuIs year’s International Summer School of the Institute of Bankers ended at 
Oxford on the day before Devaluation Sunday—after a meeting which all 
agreed was an outstanding success. By the time that these 


Successful words appear in print, most of those who attended it will have 
Summer _ returned to their thirty-four separate countries, carrying with 
School them, among other more personal—and perhaps more abiding 


—memories, an excellent flash photograph of Britain’s foreign 
trade position and mechanism as it stood on the eve of a momentous change. 
Although panel discussions and informal debates have again been perhaps 
the main features of this year’s session, all twelve of the lectures given were 
important contributions to current economic thought. What the Americans 
would call the “‘ keynote ’ speeches came from Mr. Harold Wilson and Sir 
Hubert Henderson. Mr. Wilson sketched the trend of world trade over the 
last half century and drew attention to the important distinction between 
Britain's post-war trade agreements, the main object of which is to induce 
other countries to accept payment in sterling, and the bilateral agreements of 
the 1930s, which aimed at securing guaranteed markets for certain of our 
exports. Mr. Wilson's feats of omission were almost as notable as his skill at 
exposition. He managed to range over the whole subject of foreign trade 
without once mentioning the question of costs. Sir Hubert Henderson, on 
the other hand, emphasized at the beginning of his lecture that many of 
Britain’s present problems arose from the fact that inflation still continues 
here and in the sterling area “ though it has ceased nearly everywhere else 
He, too, supported bilateral trade agreements, partly in order to encourage a 
How of additional supplies from non-American sources and partly in order to 
give some sense of security to overseas agricultural producers. Professor 
Ralph Hawtrey also dealt with the problem of inflation, though on th basis 
of a rather strictly monetary and quantitative analysis, and Mr. Leslie 
Gamage waxed witty—but remained incisive—in his critique of British export 
policy and practice. Most of the other lectures were devoted to technical 
analyses of the modern framework of international trade—with papers on the 
technique of exchange control by Mr. L. K. O’Brien of the Bank oi England, 
the British system of payments agreements (Mr. Paul Bareau), the intra- 
European Payme nts Scheme (Mr. Manning Dacey), the I.T.O. Charter (Mr. 
Marcus Fleming), and so on. Nearly all of them might well become standard 
short works of reference on their particular subjects—if only they are reprinted 
quickly enough and before the subjects themselves are out of date. 
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Building on Sand 


T will be many months before the world will be able fully to assess the 
Jeonsequences of Britain’s devaluation of sterling, and this article is perforce 

written within a few hours of the event—before even the first impressions 
are clear. Yet already the pattern of informed opinion is taking shape, and 
it is marked by criticism and uneasiness. Inevitably, there may be a tendency 
for those outside the City to compare its apprehensions now with those of 
1931 ; but if this situation is to be brought into focus, it is important to 
emphasize rather the contrasts than the parallels with that earlier fall in 
sterling. This time, the decision itself took few people by surprise. By Sunday, 
September 18, when the Chancellor made his historic broadcast, almost all 
competent observers throughout the world’s financial centres had long regarded 
devaluation of sterling as inevitable and many had felt it to be desirable—if 
taken in due sequence with other necessary measures. The rising tide of 
criticism and disapproval does not spring, therefore, from the moral factors 

which played so large a part in 1931. Currency depreciations have unhappily 
been so frequent an occurrence in the intervening years that the losses they 
inflict upon overseas holders do not spring first to men’s minds when weighing 
the pros and cons ; rather are such losses conceived to arise from business 
risks which must be run in an unstable world—even when finance ministers 
deny to the last, as Sir Stafford Cripps did, that devaluation would take place. 
Given this more sophisticated approach on the part of business men, the 
devaluation of sterling from an untenable level had been long regarded as one 
of the indispensable means of freeing not only Britain’s economy, but the 
economies of the many countries whose currencies could not or would not 
move until sterling led the way, from the oppressive yoke of currency over- 
valuation. The long list of currencies which have quickly followed sterling 
in its 30 per cent. fall in gold value, or have come part of the way with it, 
demonstrates how far- flung the area of relaxation can be. 

Criticism of the Government’s decision does not arise, therefore, from any 
traditional doctrine or prejudices. Nor, in general, does it fasten upon the 
unexpected severity of the depreciation, which has reduced the dollar value 
of the pound from $4.03 to the unprecedented level of $2.80 and has raised the 
sterling cost of dollar imports by no less than 44 per cent. Despite the drastic 
extent of this cut, most people concede the wisdom of pitching the rate some- 
what below the $3.00-3.25 range which had been commonly expected, in 
order to ensure that the short position in sterling is rapidly covered. The 
criticism springs instead from more fundamental considerations, from serious 
doubts whether the Government will ever create the basic conditions necessary 
for successful devaluation, from fears that the imperatively needed benefits 
from this grave and unrepeatable step will not be realized or will be rapidly 
dissipated. It is with these considerations that this first article is mainly 
concerned. The immediate antecedents of the devaluation, the crystallizing 
of world opinion as exemplified in the Fund and Bank meetings, the effects on 
other currencies and upon the financial markets, are surveyed and discussed 
in a succeeding article. A third article, prepared for the convenience of the 
many people who are trying to recall what happened “ last time ”’, assembles 

















8 THE BANKER 








some of the salient data about the 1931 depreciation and its aftermath, and 
points to some of the differences between underlying conditions then and now, 

Paradoxically, the chief reason for disquiet lies in the Government’s new- 
found optimism, in its apparent belief that it has discovered at last the route 
by which Britain can surely escape from its difficulties. It is seemingly con- 
vinced that this devaluation, combined with the actions which are expected 
to flow from the Tripartite agreement, will lay the foundations for . solution 
not only of the short-term sterling dollar problem but also of the long-term 
problem. It implies that, if devaluation itself is not the complete panacea, the 
Washington agreement will make it so. Any attempt to measure the value 
and consequences of devaluation needs to be prefaced, therefore, by careful 
scrutiny of the Tripartite agreement, and especially of the extent to which it 
may be expected to lift from the sterling area the responsibility for solving 
the problem by its own efforts and initiatives. To the extent that the problem 
remains with the debtor countries, and with Britain in ee the Govern- 
ment’s confidence that it will be solved rests wholly upon the benefits expected 
from devaluation—for no other major changes in policy are in sight. In these 
circumstances, as will be argued later in this article, the official optimism is 


certainly misplaced: outside official circles the devaluation is being regarded 
less as a welcome release from the constraint of an unnatural parity than asa 
dangerous and desperate expedient. Is this an unfair judgment, in the sense 


that it pays insufficient heed to the aid which may come from the Tripartite 
agreement ? 


TRIPARTITE AGREEMENT : POST-DEVALUATION ASSESSMENT 


Admittedly, even the most apprehensive of the critics will not underrate 
the achievements of the Washington talks. It is of highest significance that 
the United States and Canada have agreed with Britain that ‘the realization 
of a working equilibrium between the dollar and sterling areas is of *‘ funda- 
mental concern ”’ to them, and indeed to the whole democratic world ; and 
that they are arranging to study continuously and in concert the measures 
which may bring this about. It is no small matter that the leading creditor 
countries have formally acknowledged the responsibilities of their status, and 
have undertaken, in the words of the Washington communique of September 12, 
‘to facilitate, to the greatest extent feasible, an expansion of dollar earnings 
by debtor countries, including the sterling area ’’’. These assurances, and the 
practical studies of ways and means which are being set in motion, hold high 
promise. But they do not mean that the creditor countries accept primary 
responsibility for solving the problem, or that they would in future go to any 
lengths to avert a breakdown. Both in the short run, and especially in the 
long, the degree of support and help which the sterling area can expect still 
depends above all upon the extent to which it is helping itself. 

On the short run aspect of the problem, Sir Stafford Cripps has emphasized 
that Britain did not go to Washington with any request for further direct aid 
by way of loan ; and, although some of the expedients to be employe d will in 
their effects be almost indistinguishable from financial aid of that kind, it is 
now clear that the further short- -run relief to be expected will be strictly 
limited in amount. Before the devaluation, it was estimated that, on the most 
favourable (and therefore rather theoretical) assumptions, the projected 
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increases in stock-piling purchases of rubber and tin by Canada and the 
United States, and the relaxations of the U.S. regulation governing usage of 
synthetic rubber, might yield an additional $200 millions in dollar income 
for the sterling area in a year. This estimate of the maximum relief from this 
source has now to be discounted by the fall in the dollar-earnin; g power of these 
commodities caused by the devaluation, i.e. by 30 per cent. minus whatever 
rise takes place in their sterling prices. Evidently, the net relief under this 
head will not be large. Similarly, while the widening of the range of dollar 
expenditures eligible for E.C.A. financing (permitting, in particular, the 
resumption of E.C.A. finance for Britain’s purchases of Canadian wheat) could 
conceivably give relief to the extent of $200 millions, most of this saving can 
be realized only if Britain forgoes a corresponding volume of imports from 
the United States. There is no sign, in fact, that any such cuts will be addi- 
tional to the 25 per cent. pruning of dollar expenditure which the Chancellor 
announced in July and which has still to be planne -d in detail. On the contrary, 
the Chancellor has affirmed that there is no intention to impose more drastic 
cuts than this. 

Welcome though these and other promised short-term concessions are, it 
seems most improbable that they could yield in this current E.R.P. year more 
than, say, $250 millions, to which may possibly be added, say, $80 millions 
for World Bank loans for colonial development. Even if Britain, in common 
with other ‘‘ Marshall ’’ countries, were enabled to draw again upon the 
International Monetary Fund, the additional relief from all these various 
expedients could scarcely be raised to more than about $650 millions. Yet the 
dollar deficit of the sterling area has lately been running at an annual rate of 
$1,600 millions, after taking credit for E.C.A. loans and grants—the dollar 
value of which is fortunately not affected by the devaluation—but before 
allowing for the heavy fall in dollar export proceeds which is the immediate 
and most certain consequence of devaluation. On the basis of the pre-devalua- 
tion volume of exports, even the most sanguine estimate would therefore leave 
a residual dollar gap much wider than the annual rate of the projected cuts, 
which will take many months to become fully effective, to be made by the 
sterling area as a whole. Plainly, the relief which may flow from the Washing- 
ton agreement, even if liberally augmented by the I.M.F., will not suffice to 
meet the short-run need. In claiming that the “‘ reserves position ”’ is approach- 
ing “‘a manageable condition ’’, the Chancellor is obviously taking it for 
granted that the physical volume of dollar exports from the sterling area will 
respond largely a1 id rapidly to the stimulus of devaluation. 

A comparable conclusion holds for the medium and long-term aspects of 
the problem—with the important qualification that none of the expedients 
upon which Britain now depends is likely to be available after 1952, and may 
even not be repeatable in ay 51 and 1951-52. This means that the sterling 
area’s annual rate of dollar deficit, after allowing for the import economies 
now envisaged, must be narrowed by perhaps £700 millions, and certainly by 
£600 millions, in the next three years if equilibrium is to be reached by the 
time Marshall aid ends. The goal which the Tripartite powers have in view is 
the closing of this gap by promoting a natural flow of goods and capital between 
the sterling and dollar areas. The Three-Power agreement offers no fancy 
solution but promises merely a greater assurance “than has been available 
hitherto, first, that this flow of goods will not remain irrationally impeded 
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by tariff obstacles and, secondly, that the United States and Canadian Govern- 





ments will do their best to encourage the requisite flow of private investment | 


noney. Even with the maximum of support from Congress (which may become 
increasingly restive as the inflow of sterling area goods increases), these assur- 
ances do not mean that the creditors are themselves accepting the onus of 
finding a solution. 

Reductions in tariff barriers, if indeed they can be secured, and the lessening 
of the frictions of customs procedure, will not promote automatically the 
requisite inflow of goods. These must first be produced by the debtor countries 
and offered in the qualities, quantities and prices which suit the dollar countries; 
and they must be spared from home consumption or from absorption into the 
soft currency markets which in the past have shown particular power to 
attract them. Similarly, though much may be done by the United States and 
Canadian Governments to reduce the institutional frictions in the way of an 
outward flow of investment funds and to encourage private investors to lend 
overseas, the flow will not in fact occur unless the economies of the countries 
concerned, as well as the specific projects, appear to be good risks. No matter 
how helpful the creditor countries may be, it remains for the debtor countries 
themse Iv es to satisfy these prerequisites of the freer flow of goods and capital 

—and a much bigger flow of both will be required now than would have been 
needed had sterling been able to hold its former parity. 


MENACE OF RISING CosTs 


Both for the short run and the long, therefore, the onus of finding a solution 
still rests squarely upon the sterling area, and especially upon Britain. Given 
the promise of continuing collaboration with Washington and Ottawa, Britain 
had indeed an unrivalled opportunity for the launching of really fundamental 
remedies. The Washington communique seemed at first to suggest that such 
initiatives might be in prospect. It recorded that the measures to be taken by 
the debtor countries would “ cause difficulties and sacrifices for everyone 
concerned ’’ ; that steps would be taken to create “ appropriate incentives” 
to exporters to the dollar area ; and that there would be a “ vigorous attack ” 
upon costs of production. But the hopes briefly raised by these ill- defined 
undertakings were quickly dashed by the act of devaluation—not because this 
act had not been regarded as a desirable reinforcement of the necessary 
measures, but because it is patently intended as a substitute for them. It has 
been made all too plain that the only additional incentive to be provided : 
that which comes from the cheapening of sterling ; and that the policy o 

‘fair shares ’’ which, carried to its present excess, has virtually dried up the 
ultimate source of entrepreneurial incentive, is to be pursued at all costs. 
Equally, devaluation is to be the only new ingredient in the “ vigorous attack ” 
on costs. Having devalued, and thus written down the cost level in terms of 
dollars, the Government rests content to administer the cost-reducing prescrip- 
tions which have produced so little effect in the past—regardless of the fact 
that devaluation itself threatens a large increase in costs. 

The Chancellor has been at pains to minimize this particular danger, 
declaring that the only immediate impact upon the cost of living will come 
from a rise in the price of bread and flour and implying that, since only about 
16 per cent. of cost of living constituents have a dollar content, the subsequent 
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rise in prices need not be more than about 5-7} per cent. In the adjustment 
of its domestic policy to devaluation, the Government's only courageous act 
has been to reaffirm the limit of £465 millions which last April was put upon 
the cost-of-living subsidies for the current financial year ; its intention is to 
pass on to the consumer the increases in import costs which result from devalua- 
tion and to resist—if it can—any consequential demands for increases in 

‘ personal income s’’, But even in this solitary act of courage, there is a naive 
optimism. In default of a bold lead from the Government and of a fundamental 
reinforcement of the disinflationary policy, the formula laid down in the 
“ Personal Incomes ’’ White Paper has become more untenable month by 
month. Even if the impact upon the cost of living is no larger than Sir Stafford 
assumes, it is all too likely to be dangerously provoking to the disgruntled 
workers whose wage-claims the authorities have been trying to resist. Yet it 
has become more crucial than ever before to avoid industrial unrest. Any 


serious 1 a7 disturbance now would not only check the hoped-for burst 
of activity in the export trades, but would seriously threaten the expected 
revival af contide ‘nce in sterling at its devalued level and prevent the spate of 
bear-covering which ought otherwise to buttress the reserves until the flow of 


exports swe ls, Unless, therefore, the imagination of the workers—and, indeed, 
the British people as a whole—can be so fired as to make them see Britain’s 
effort now as a new crusade for the defence of their livelihood, the influence 
of government policy in wage disputes must be seriously weakened. 

In these circumstances the drift of domestic policy seems all too plain. 
The Cha ncellor pretends that there has been a dramatic change. He admits 
that Britain since the war has moved from one temporary expedient to , 
mnene from one crisis to another ; and then presents this latest move as a 
clear break from the hand-to-mouth past. The Government, he indeein has 
“accepted the c che illenge of the times for fresh and decisive action ’’. Devalua- 
tion is indeed a “ fresh’ and momentous step, but of itself it brings no cer- 
tainty of decisive advantages. To make sure of those, it is imperative to 
buttress it with measures to ensure that the competitive gains will not be 
frittered away by increases in domestic costs which could quickly gather a 
dangero us momentum, and will not be engulfed in an intensified pressure of 
excessive demand within the whole sterling area. The Government promises 
no ae measures. In its domestic policy, it relies instead upon the worn-out 
formula of timid exhortation which has served so ill in the past.* 





PRE-EMPTION BY THE STERLING AREA 


Equally, it has taken no step yet to meet the danger that the voracious 
demands from the sterling area and from other soft currency countries for 
British goods will continue to pre-empt the supplies which must be diverted 
to dollar markets. Admittedly, whereas British manufacturers in the past 
have found sales to soft currency markets more profitable than to hard currency 
markets, in the future the reverse may be true. At the very least, their profit 
disincentive to sell to the dollar area has for the present been removed, But, 





*This interpretati yn and the whole argument “which follows have been st trongly reinforced 
ncellor’s speech in the devaluation debate just as this issue went to press. Despite 

ce paid to disinflation, the Government is denaonstrably not prepared to take any 
measures : strong enough to enforce it. The increase in distributed profits tax, which whittles 
down incentive still further, is a blatantly political device to buttress the policy of exhortation. 
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on the other hand, the incentive for the overseas sterling area to buy from 
Britain has been greatly heightened, and if its demands are not checked at 
source there will be no assurance that British exporters may not, even now, 
take the line of least resistance and sell for reasonable profits in familiar markets 
instead of launching, in the hope of somewhat bigger profits, into unfamiliar 
markets which demand new varieties, new qualitie s, new packagings of goods, 
and a new and more vigorous sales’ technique. Indeed, so long as the glut 
of sterling area purchasing power remains, there is the risk that bids from these 
soft-currency buyers of unrequited imports may soon offer profits which again 
rival even the direct returns to be obtained from dollar sales. 

The two crucial measures which are needed to assure the success of de- 
valuation are, therefore, retrenchment within Britain and retrenchment in the 
overseas sterling area—or, in default of voluntary initiatives from that area, 
British measures to sterilize or dam up the flow of surplus sterling, by firm 
control of the accumulated sterling balances and restrictions upon the efflux 
of private capital from Britain to other sterling area countries. These are the 
fundamental problems which confront the Government. The need for solving 
them was apparent before devaluation ; it has become more, not less, urgent 
now. it cannot be too strongly emphasized that the immediate effect of 
devaluation has been to reduce substantially the dollar return from existing 
exports—though not, of course, by the full 30 per cent. This means that the 
physical volume of dollar exports must be largely expanded—in some cases by 
over 40 per cent.—before total dollar earnings from existing exports are even 
restored to their pre-devaluation level. To reap the large wet gains upon 
which the Government counts, therefore requires a huge increase in the flow 
of dollar exports. Such a flow will never be attained in the face of continuing 
inflation and excessive demand within the sterling area. If these conditions 
were menacing before, they are much more so now, if only for the reason that 
the flood of surplus sterling purchasing power will be further swollen—as the 
prompt rise in sterling prices of primary produce, from gold downwards, 
plainly demonstrates. The real challenge of the times was and is, therefore, 
the need to face this issue of retrenchment. The Government jas ignored it 
and, so doing, has thrown away a great chance to make unpalatable measures 
acceptable. 

FLIGHT FROM RETRENCHMENT 


Instead, it professes to believe that devaluation is a magic formula; it 
puts its whole faith in this, and in the welcome but insufficient expedients 
which Britain’s creditors have again devised. How has it happened that this 
policy, until recently rejected in all sincerity by Sir Stafford Cripps, now forms 
almost the only plank on which the Government’s economic policy rests ? The 
answer can be plainly read between the lines of the Chancellor’s latest state- 
ments ; and it sheds a flood of light upon the Government’s intentions. The 
added strain on the gold reserves drove home at last the facts, which even in 
July the Government was still denying, about the uncompetitiveness of British 
costs and about the unresponsiveness of sterling area exports to the inadequate 
efforts of the dollar drive. To stop the widening of the gap between sterling 
and dollar costs and to release for dollar markets the goods and productive 
resources which were being absorbed elsewhere—partly in Britain and partly 
in soft currency areas overseas—required courageous measures to check the 
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surfeit of demand throughout the sterling area. It required, in short, a dis- 
inflationary policy of precisely the kind which Sir Stafford advocated in his 
first budget but never fully enforced. It required a request to the sterling 
area countries to do likewise. If, once these measures had been launched, it 
had become apparent, as it certainly would have done, that by themselves they 
could not close the gap between dollar and sterling prices, then devaluation 
could safely and reasonably have been used to do the rest. 

But these realistic pre-requisites are anathema to the Government, and 
have perhaps grown more abhorrent as election date draws nearer. Disinflation 
as originally expounded by Sir Stafford is ruled out because it depends for its 
efficacy upon creating some elbow-room in the overcrowded economy. And 
any pressure from Britain to produce a curtailment of sterling area demands 
is ruled out for the same reason, quite apart arte the now familiar political 
considerations. These measures being unacceptable because they would produce 
temporary unemployment and “dislocation ‘’—to quote the cupnenmem em- 
ployed in the official apologia for lavish releases of sterling to India—devalua- 
tion offered the only way. 

Now the Government is obliged to explain away Its faint-heartedness, and 
can find no better way of doing so than by grossly exaggerating both the 
virtues of the policy into w hich it has been forced and the painfulness of the 
policy it has rejected. The Chancellor has been forced to turn a double somer- 
sault. The policy to be assailed is the principle of Crippsian budgets and 
Crippsian Economic Surveys, but since disinflation as there expounded was 
convincing, restrained and reasonable, the actual bogy had to be a nightmare 
figure of Deflation writ absurdly large. Post- -war full employment is now 
avenge as a triumph of the Government’s “ hard and difficult struggle ”’ 
instead of an inescapable condition of excessive demand, known formerly as 
the man-power shortage, against which the policies of direction of labour and 
disinflation were both designed to contend. By thus twisting the facts, and 
by distorting the aims of disinflationary policy beyond all recognition, the 
Chancellor is enabled to pose, not as a trampler upon Crippsian good sense 
and objectivity, but as the shining knight who stands resolutely between the 
toiling masses and the horror of ‘‘ mass unemployment, fear and misery ” 
Even this travesty might have had some semblance of reality if the sinister 
interests who believe in disinflation of the original Crippsian variety had also 
believed that it could do the whole job without the aid of eventual devaluation. 
But almost the only advocate of disinflation without devaluation (which com- 
bination spells deflation of the 1931 brand) was Sir Stafford himself. Hence 
the second somersault. To him, until the day before yesterday, devaluation 
was so vile a thing that he cannot even now bring himself to pronounce its 
name. It was a dangerous and treacherous expedient which would depreciate 
the value of all our hard currency exports, would not serve to restrict imports 
(because these were controlled by the “ better’’ devices of Government 
planning), and would so raise the cost of living (and/or of subsidies) as to under- 
mine the vital policy of stabilizing personal incomes (and/or of disinflationary 
budgeting). Now this untouchable thing, re-named “‘ change in exchange rate 
relationships ’’, has become a magic potion to be swallowed in copious draught, 
whereupon it will soon raise the tota/ dollar value of our exports but will have 
no effects—well, hardly any worth noticing—upon the cost of living. 
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The deplorable contrast between these blatantly political antics and the 
courageous objectivity of eighteen months ago needs no emphasis. The 
Government has explained that the devaluation decision was taken before the 
Washington conference and without consultation ‘‘ even with our friends” 
Thus was yet another opportunity missed for staging a grand concerted move, 
as comments from Britain’s European neighbours are now bitterly deploring 
Yet one is left to wonder whether even this autonomous decision would have 
been taken had it not been apparent that the Tripartite talks would have been 
a fiasco had Britain arrived empty-handed. Devaluation was regarded as the 
least costly of the offerings conceived to be acceptable. In the circumstances, 
the chances of any worthwhile supporting policies are slender. The Govern. 
ment promises economy in public expenditure—provided that it does not touch 
defence or social services, and is confined to a search for purely administrative 
savings which were supposed to have been pruned long ago. Evidently, the 
economies are most unlikely to go much further than is necessary to cope 
with the now almost automatic rise in the costs of the new services—even 
though the Budget may be reinforced by the additional sterling proceeds 
which will now be secured from the resale of Marshall goods. These budgetary 
changes will clearly not provide any room for the far-sighted and well-spread 
reliefs from taxation which are needed to give incentive to all classes. The 
Government promises, too, cuts in the investment programme ; but the 
past scale of priorities raises the suspicion that the drive for industrial efficiency 
by re-equipment may be among the victims. 

In any case, the economies under both heads will evidently never be allowed 
to reach the point at which disinflation emerges as a positive force. The 
Chancellor talks glibly about the dangers of attempting to do too much, and 
declares that room must be found for additional exports lest they should 
provoke further inflation. But, if the balance of payments as a whole is near 
equilibrium, as the Government still professes, what is needed is rather a 
switch in exports than an expansion of their total volume, desirable though 
that will be in the long run—as and when the whole volume of production is 
raised. In this context, as in the purely domestic context, what is necessary, 
above ali things, is elbow-room for making switches—of export goods from one 
overseas market to another, of home goods to export, of productive resources 
from one industry to another. These indispensable switches will be difficult 
or well-nigh impossible without the disinflationary slack within which move- 
ment can occur. For the early future, it may be that the sorry lack of dis- 
inflation will be more apparent in this physical limitation than in the context 
of rising costs. By devaluing so drastically, the Government has at least left 
a little slack in the cost equation. This might suffice for a time if exhortations 
for wage restraint can be given a new appeal. But this weary Government has 
missed so many major opportunities that it would be sanguine to expect it to 

capitalize this less promising one. All too probably, it will merely be forced 
back upon the familiar and Canute-like tactics of setting up petty controls 
and restrictions to do battle with the tides. In its search for new expedients 
and palliatives, it should remember that the most desperate expedient of all 
is no longer available. A second devaluation is unthinkable ; but the breathing 
space in which to lay sure foundations will be much shorter than the Govern- 
ment seems yet to have perceived. 
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World Exchange Adjustments 


NEVITABLY, the devaluation of sterling sent its reverberations throughout 
|i world, and in the week after the Chancellor’s broadcast bankers and business 

men everywhere were struggling to keep pace with the fast-flowing stream 
of news of consequential currency adjustments. If the reasons for this rapid 
and far-reaching response are to be understood, it is important to observe not 
only the changes themselves, but the rapid crystallization of world opinion on 
the eve of devaluation. The object of this article is to set forth briefly both the 
immediate antecedents and the immediate repercussions of this movement ; 
but in deference to the general and urgent need for information about the 
nature of the new pattern of exchange rates, it is proposed to reverse the 
logical order and put the repercussions first. 

The extent of the devaluation of sterling, from $4.03 to $2.80, was unques- 
tionably greater than had been expected. Transferable account sterling as 
quoted in the free market in New York had been valued at about $3.20 before 
devaluation and it was only in the free market for Bank of England notes 
that rates anywhere resembling the new parity were to be found. Having 
decided to make a clear cut devaluation instead of allowing the rate to go free 
the British Government no doubt decided to err on the side of safety and give 
itself a little room for manoeuvre in case of need. The new dollar parity was 
duly notified to and accepted by the International Monetary Fund. It was 
accompanied by a rise in the official price of gold from £8 12s. 3d. to £12 8s. od. 

The new rate for the U.S. dollar took effect as from Monday, September 19, 
but on that day British banks and stock exchanges remained closed though the 
day was not declared a bank holiday. It was far from a holiday on the London 
Stock Exchange which, deprived of its normal habitat, improvised the most 
turbulent and spectacular street market which has been seen in Throgmorton 
Street for many years. The publicity inevitably given to this market and to 
the hectic dealing in gold shares suggests that the authorities, by deciding to 
close the Stock Exchange, made a poor contribution to the national appeal 
for self-restraint and discipline. To those who understand, the excited dealings 
in securities seemed a perfectly normal and justifiable reaction to the sudden 
change in the exchange situation. To the great majority of people who do not 
understand, the sensational news stories and photographs merely succeeded 
in suggesting that here were people battening on the crisis and making profits 
at a time when the nation had been asked to hold back. 

The movement in sterling was automatically followed to the full extent 
of 303 per cent. by all countries of the sterling area except Pakistan. One of 
the uncertain starters in this race for cohesion was Australia, whose Finance 
Minister had often in the past stated that ‘‘ the rate of the Australian pound 
in terms of sterling would remain unchanged as long as sterling adhered to its 
dollar parity ’’. In the event, however, Australia has maintained its rate of 
exchange with sterling at {A 125 and thus continues the disparity with the 
New Zealand pound which has existed ever since New Zealand decided, more 
than a year ago, to revalue its currency to parity with sterling. India has been 
a staunch opponent of devaluation, a not surprising attitude given the fact 
that the Dominion is the largest sterling creditor. Nevertheless and indeed 
partly because of the weight of India’s sterling assets, the rupee rate has kept 
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in step with sterling and the dollar parity of the rupee has moved from 30.225 p 
to 21 cents. The Ceylon and Burma currencies have moved similarly, but the ir 
Pakistan rupee obstinately remains—for the time being— at 21 cents, giving oy 
a sterling parity of 2s. 2d., equivalent to a premium of no less than 44 per . 
cent. over the Indian rupee. B 

The other currencies that have moved their parities are listed in the | jp 
appended table. It will be seen that, within the European group, Holland and |, 
Greece and the Scandinavian countries—Sweden, Norway, Denmark and fo 


Finland—have all kept faithfully in step with sterling. Holland’s full devalua- 
tion weighed heavily with Belgium, which had not been expected to devalue 
at all, but on second thoughts decided to come part of the way, with a move- 
ment of 12.3 per cent. in terms of the dollar. Hence, in terms of the Belgian 


franc, the depreciation of the sterling currencies and of the guilder has been G 
restricted to a little over 20 per cent. Another hard currency country, Portugal, So 
has also made a “ partial "’ devaluation, with a slightly larger move than Ne 
Belgium’s. France has taken the opportunity to dismantle its previous “ two- Z 
decker ’’ system of official and free rates and has now chosen to establish a oe 
single commercial rate for the dollar which is no longer related to a completely Eg 
artificial and anachronistic parity; the effective devaluation against the Isr 

: -- a Ho 
dollar is 22 per cent. Rates for sterling i in France will be kept in line with that De 
of the dollar at the new cross rate of $2.80, giving a sterling rate of 980 francs, No 
and restricting sterling’s fall to 10.7 per cent. in terms of the franc. S 

Among the most interesting ory the exchange adjustments which followed 

devaluation of sterling was the decision of Canada to re-establish the dis- a 


count of approximately ro per cent. on the Canadian dollar vis-a-vis that of the FG 
United States. This general currency realignment, of which the signal was Fre. 
provided by Great Britain’s initial move, gave Canada a highly welcome 

opportunity of remedying what by common consent seemed to have been a Por 
mistake committed in 1946 when the then existing 10 per cent. discount was 
removed and the Canadian dollar brought up to parity with the U .S. currency. 


It will thus be seen that the movement precipitate 1 by the devaluation of Cu 
sterling has taken world-wide dimensions. At the time of writing, a few coun- ee 
tries other than the United States still hesitate on the brink. Among the om 
Western Europeans, Switzerland stands alone, but may find it difficult to take te 
a plunge which does not appear called for by its present balance of payments 4 
situation or by its existing gold and dollar reserve. It should, however, look Swi 
beyond the present somewhat artificial situation. Its economic position does is 
not share those elements which have caused the inherent strength and scarcity y: 
of the U.S. dollar. It is that inherent strength and scarcity which is reflected sas 
in the general realignment which ye" been taking place and which, seen in *S 
retrospect, partakes far more of the character of the revaluation of the dollar ex 
than devaluation of ne the other currencies whose new parities have been fpr 
notified to the International Monetary Fund. sy 

Argentina is yet roma country whose attitude to the revaluation move Fim 
is, at the time of writing, still the subject of much speculation. Argentina's Fst 
action will unquestionably be governed by motives of calculated self-interest. | 
That is no disparagement, since it applies to all. But in the case.of Argentina — th 
the calculations of self-interest on occasion take a curious form. For the | ha 


moment the dominant consideration appears to be not so much the wider | in 
significance of exchange realignment on the economy of the country as the fF th 
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profit that may be extracted from the impact of devaluation on the com- 


mercial and financial agreement recently signed with Britain. Argentina was 
eranted gold or “ di llar-rate ’’ guarantees in respect of sterling accumulations 
onits ac counts, and these guarantees will unquestionably have to be honoured. 
But there appear to be technical flaws in the agreement which, by certain 
interpretations, would also extend the exchange guarantee to the price quoted 
for the meat contract with Britain. If that be so there is perhaps some ground 
for Argentina’s unwillingness, for a time at least, to join the realignment of 


HOW WORLD EXCHANGE PARITIES HAVE MOVED o 








) Fall in 
Old Dollar Value New Dollar Value Devaluation Old Sterling New Sterling Sterling in 
against Value Value terms of 
Dollar local currency 
Countries which have devalued against the dollar but maintained parity with sterling 
United Kingdom $4.03 to £ $2.80 to £ ) "7 on ra 
South Africa $4.03 tog $2.80 to £ | | Par Par —- 
Australia . $3.22 tofA $2.24 to fA | | £A 125 to £100 £A 125 to {100 — 
New Zealand .. $4.03 to£ $2.80 to £ | | Par Par eae 
India + 30.225 C. torupee 21 c. to rupee | | 1s. 6d. to rupee _ts. 6d. to rupee = 
Ceylon . 30.225 ¢c. torupee 21c. to rupee | | Is. 6d. to rupee 1s. 6d. to rupee — 
Burma .. 30.225 ¢c. torupee 21. to rupee | 1s. 6d. to rupee 1s. 6d. to rupee _ 
Eire $4.03 tog $2.80 to £ ! | Par Par a 
Egypt $4.133 to £E $2.871 to £E | 30.5 J £E roo to £973 £E 100 to £97¢ — 
[raq .. $4.03 to r dinar $2.80 to 1 dinar F ; t dinar to £ rt dinar to £ — 
Israel . $4* to€£ $2.80 to £ | Par Par 
Holland .. 2.65 guilders to $ 3.80 guilders to $ | 10.69 guilders tof 10.69 guilders to £ -— 
Denmark Kr. 4.79901 to $ Kr. 6.90714 to $ | Kr. 19.34 to £ Kr. 19.34 to £ — 
Finland. . 160 marks to $ 230 marks to $ ] 800 marks to £ 800 marks to £ = 
Norway .. Kr. 4.96278 to $ Kr. 7.14286 to $ | Kr. 20 to £ Kr. 20 to £ — 
Sweden 3.60 crowns to $ 5.18 crowns to $ | 14.485 crowns tof 14.485 crowns to £ — 
Greece .. No fixed value 15,000 drachmas | No fixed value 42,000 drachmas -— 
to $ } L to £ 


Goamnaer. which have devalued against the dollar but by less than 305 % 















gi 43-83 francs to $ 50 francs to $ 12.3 176 francs to £ 140 francs to £ 20.4 
Canada 4 $1.10} Canadiaa 1 $4.03 to £ $3.08 to fr 23.6 
to U.S. $ 
Franc 330 francs to $ ) 5.6 
(Free Rate) 350 francs to $ 
272 francs to $ ‘a 22.2 1,097 francs tof 980 francs to £ 10.7 
(Com’cial Rate) J 
Portugal .. 24.95 escudos to¢ 28.75 escudos to $ 13.3 100.60 escudos 80.50 escudos 20 
to £ to £ 
Countries which have declared that they will not devalue against dollar 
seer .. 18.7 cruzeiros to $ 18.7 cruzeiros to $ 75.4 cruzeiros to £ 50.7 cruzeiros to £ 7 
Czec vakia §0 crowns to $ 50 crowns to $ 202 crowns to £ 140 crowns to £ 
Dutch W. Indies 1.89 florins to $ 1.89 florins to $ 7.60 florins to £ 5.28 florins to ¢ | 
11.7 forints to § 11.7 forints to $ 47 forints to £ 32.8 forints to £ | 
Japan 360 yen to $ 360 yen to $ 1,450 yen to £ 1,003 yen to £ | 
ugoslavia 50 dinara to $ 50 dinara to $ 202 dinara to £ 140 dinara to £ 
Pakistan 30.225 ¢. torupee 30.225 c. to rupee 18 pence torupee 25.9 pence to rupee ld 30.5 
Persia 32.5 rials to $ 32.5 rials to $ 128 rials to £ 89.40 rials to £ 
Philippines 2.01 pesos to > 2.01 pesos to $ 3.12 pesos to ¢ 5.63 pesos to £ 
402 zlotys to $ 402 zlotys to $ 1,612 zlotys to £ 1,120 zlotys to £ 
4.30 francs to $ 4-30 franes to $ 17.35 francs tof 12.12 francs to £ | 
2.8 liras oS 2.8 liras to $ - 11.3 liras to £ 7.85 liras to £ J 
This table shows all! definite changes announced up to the n »f going to press. The group of countries which are 
ving declared against devaluation excludes some ile not devaluing formally, are adjusting ‘‘ free’ or 
’ rates, e.g. Italy and Chile respectively, or are introducing export subsidies (e.g. Austria). In some instances 
ywn are based on cross-rates and do not signify the existence of any direct exchange rate. 
German mark is to be devalued by 20 to 25 per cent. from its former dollar value of 30 cents, 





Special export rate of $3 to £1 in force before September 158. 

exchanges, and instead to make the best of both worlds by extracting a dollar 
price for its meat exports to Britain and operating its differential exchange 
system in such a manner as to extract the maximum profit from its sterling 
imports. That may be good short-term tactics. It is very bad long-term 
Strategy. 

One immediate effect of devaluation of sterling has been to put a stop to 
the greater part of the dealings in cheap sterling which for some months past 
have flourished so openly in free markets throughout the world, and particularly 
in the United States. The new official rate is well below the level on most of 
those free markets before the devaluation. Unless, therefore, there is in 
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the minds of holders of transferable or bilateral account sterling any real 
doubt that the new rate of $2.80 will be held, it seems most probable that the 
free markets will in fact be merged into and swamped by the official market. 
For the time being at least there is no reason to anticipate any loss of con- 
fidence in sterling at the new rate. On the contrary, the prevailing short 
position of sterling, partly speculative, partly due to the running down of 
inventories of sterling area goods, will be covered. That in its turn must bring 
a non-recurring but very substantial benefit to the reserve position. For a time 
sterling is likely to be in considerable demand, and it will be surprising if any 
parallel functioning of free markets at a discount on the new official rate can 
occur in these circumstances. There will inevitably be free markets in bank 
notes and the prevalence of highly distressed British tourists abroad may for 
a time add grist to their mill. But it is not in terms of the market for these 
pound notes that the standing of sterling will be judged. Technically, sterling 
begins its new chapter in fine fettle. But whether it retains that vigour and 
strength will depend on the wider considerations with which the preceding 
article has been concerned. 


ANTECEDENTS OF DEVALUATION 

Che world-wide realignment of exchange rates found its justification in 
the report presented to the I.M.F. Governors at their recent Washington 
meeting. The report minced no words. It told both the deficit and surplus 
countries what was expected of them if the problem of the artificial pattern of 
world trade and payments was to be taken towards solution. To the surplus 
countries it said that they should keep their economies operating at a high 
level and minimize the barriers that restrain imports, but the report realistically 
added that too much must not be expected from such efforts. ‘‘ The process 
of tariff reduction is always slow and therefore it should not be counted on as 
a solution to the immediate dollar problem ’’. The surplus countries were also 
encouraged to play their part by international investment in establishing a 
better balance of international payments. 

It was, however, on the deficit countries that the I.M.F. turned the main 
batteries of its offensive. These countries—and especially those of Western 
Europe—were reminded of the gap which separated the wholesale prices of 
manufactures in the United States from the export prices of the deficit coun- 
ries’ manufactured goods. They were reminded that this gap must disappear 
if the danger of splitting the world into two parts—high-priced soft currency 
and low-priced hard currency countries—was to be averted. They were told 
that there were two ways of removing the gap. The first was the hard way 
of deflation, of cutting down prices by applying the classic remedy of contrac- 
tion. This, it said, ‘‘ would encounter formidable resistance ”—which was 
understating the case. That left only one other alternative. ‘‘ Where a price 
reduction of this magnitude is necessary to expand exports it would in many 
cases seem possible only through an adjustment in the exchange vagal 

The I.M.F. report had some very sound advice to offer about the conditions 
necessary to ensure that the adjustment could be made successfully. In 
particular it stressed that the expected benetits should not be dissipated by an 
off-setting rise in local prices and costs. Devaluation had therefore to “ be 
accompanied by appropriate fiscal and credit policies’’. In other words, 1 
had to be accompanied by a restraint on domestic consumption which would 
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allow a greater diversion of goods to the export markets and thus justify the 
adjustment in the exchange rates. But having given that admirable advice, 
which one might wish had been read with a little more attention in Britain, 
the I.M.F. report returned to the charge and told the deficit countries that in 
their own interests “‘ they cannot afford to forgo any suitable instrument, 
including any necessary exchange adjustment, that could expand their dollar 
exports and thus provide their people with imports’. That was a report to 
which the British executive director and others representing sterling countries 
must have given their assent. There was no mistaking its purport ; when it was 
published in Washington on September 13 its message—to all who could read 
just a little between the lines—must have been clear and unambiguous. 

Before this report appeared, however, the decision to devalue sterling had 
already been taken. On Sir Stafford Cripps’s own admission, his conversion 
to the cause of devaluation occurred on his return from his rest cure in Switzer- 
land, and it was at the Cabinet meeting which preceded his and Mr. Bevin’s 
departure to Washington that the decision to devalue sterling was taken. It 
was disclosed, though apparently without any mention of actual figures, at the 
outset of the triangular discussions with the United States and Canada which 
took place in Washington and preceded the I.M.F. meeting. The fact that no 
rate was mentioned at those meetings can be gauged from the surprise which 
Mr. Abbott, the Canadian Finance Minister, has registered on receiving the 
news of the actual devaluation. 





THE TRIPARTITE COMMUNIQUE 


None the less, the principle of devaluation was conceded in these triangular 
talks, and it is in the light of that fact that the otherwise somewhat flimsy 
communique issued at the termination of those talks must be read. This 
communique envisaged a number of short-term measures intended to relieve 
the strain on the sterling area’s gold and dollar reserve. The first of these was 
the undertaking by the United States and Canada to increase their stockpiling 
of strategic materials. The second was the promise by the United States to 
lighten the protection it was giving to synthetic rubber with a view to inducing 
its manufacturers to buy larger quantities of the natural product. Simplifica- 
tion of customs procedure has been promised by the United States and is in 
fact already giving some results. Perhaps the most immediate measure of 
relief was the concession made by the United States in the eligibility of goods 
for E.R.P. This has already involved the re-institution of Canadian wheat as 
a commodity eligible for off-shore purchases. Part of the relief gained from 
this is being lost by concessions which have had to be given to the farm lobby 
in Congress by which both Marshall and free dollars are being used to buy 
surplus agricultural products i in the United States ; but on balance there should 
still be considerable saving of dollar expenditure in food imports under this head. 

For the rest, the specific points for action noted in the Washington com- 
munique concern either very long-term objectives or involve the relegation 
of the subjects to further discussion. This is true, for example, of the expansion 
of American investment overseas. It is also true of American promises to 
revise tariff policy in the light of the eternal principle that a creditor nation 
should facilitate the flow of imports. It also concerns the study of sterling 
balances which, as the communique said, “‘ were built up mainly during the 
war in furtherance of the common war effort ’’, and the effect of which on the 
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payments arrangements of a large part of the world is obviously a matter of 
concern not only for Britain but for the other two partners in the triangular 
talks. These Washington discussions also appear to give the green light for 
the scheme to liberalize European trade and payments by ensuring that the 
grant of open general licences in such trade would not be held to sin against 
the principle of non-discrimination. The subjects of petroleum and shipping 
were also transmitted for further discussion. Finally, and as the coping stone to 
the whole of the structure erected by these triangular talks, there was a decision 
to set up machinery for continuing consultation between the three countries, 
That, as Sir Stafford Cripps has since suggested, provided the main achievement 
of the talks. It symbolized the recognition by the three countries that the 
main problem under discussion, the dollar deficit of the sterling area, was one 
which concerned them all and to which they would have to give their con- 
tinuous attention and their joint contributions. 

In the communique issued after these triangular talks, there was only one 
faint pointer to the coming action in the sphere of exchange adjustments. 
That was the passage in which the British representatives undertook to provide 
‘“‘ appropriate incentives for their exporters to the dollar countries’. Fora 
time, and while the I.M.F. meetings were at their most obscure phase, no hint 
of what that incentive might be was allowed to appear. There were fears that 
it might involve some resort to subsidies. These particular uncertainties were 
resolved by the Chancellor’s broadcast on the morrow of his return from 
Washington. Beyond that, however, there remains a deep obscurity—not 
merely about the ultimate effects of devaluation, but also about the worth of 
the eventual fruits of the tripartite collaboration. 


Some Contrasts with 193] 


T is obviously impossible to draw reliable conclusions about the probable 
[consequences of sterling devaluation in 1949, at a time of full employment, 

from analysis of the actual consequences of sterling devaluation in the depth 
of the 1931 depression. This is one of the occasions on which economic history, 
which so often repeats itself in its underlying trends, assumes a repetition m 
its surface manifestations which is blatantly misleading. All over the world, 
however, observers in general—and investors in particular—are discussing 
‘“‘ what happened last time ’’. A brief survey of the relevant data may therefore 
be of interest—provided all pretensions to soothsaying are shaken off from 
the start. 

The old gold standard has been aptly described as “‘ essentially an attitude 
of mind”. It oiled the wheels of international trade because all nations 
believed that the major world currencies would be kept at a fixed par of 
exchange with gold and therefore with one another. In every crisis there 
were some defections—even before Britain “‘ suspended” the gold standard 
in September, 1931, the slump in primary commodity prices which had begun 
some two years earlier had forced the countries of Australasia and the three 
largest republics in Latin America to depreciate their currencies. But it was 
not until the Bank of England suspended gold payments in the week-end 
September 19-21 that the gold standard “ attitude of mind ’’ was irrevocably 
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SOME. _ CONTRASTS WITH 1931 ay 


shattered. With the passing of the Gold Standard Amendment Act on Sep- 
tember 21, the world was given notice that, rather than pay the social costs 
involved in further deflation, the greatest of trading nations had renounced 
the rules of the game—even though, only ten days before, an emergency 
budget had imposed drastic cuts in € expenditure and steep increases in taxation. 
A few countries (notably th ted States, France, South Africa, Switzerland, 
Holland and Belgium) maintained their link with gold for varying reasons of 
policy and prestige. Italy, Germany a the countries of Eastern Europe clung 
to a nominal gold parity, rendered fictitious (except perhaps in the case of 
Italy) by measures of exchange control. Canada, India, Egypt, Portugal, 
Japan and the Scandinavian countries renounced the gold standard officially, 
although not all of them followed sterling all the way down. The movements 
in the dollar value of the major currencies of the world in the first month and 
the first six months after Britain’s decision are shown in Table 











FABLE [ 
DEPRECIATION OF WORLD CURRENCIES IN TERMS OF THE DOLLAR 


PERCENTAGE OF DOLLAR VALUE AT SEPTEMBER 16, 1931 


Oct. 21, Mar. 16, Oct: 21, Mar. 26, 

1931 1932 1931 1932 
United Kingdom 814 744 Belgium ; 1004 100 
Australia ‘ S14 77% Holland : 1004 100 
New Zealand . 81} 744 Switzerland sis 100 99 
India ‘ ° 824 76 Greece .. - as 994 984 
Canada . 90 80 
South Africa : 974 97 Denmark q 7 834 75 

Norway i ‘ 833 734 

France ‘ 100} 100} Sweden : ‘ 88 744 
Germany ; 101 Argentina ; 884 * 
Italy : 99} 99 Brazil , 102 ss 
Spain ; 994 4 Japan Bs 100 644 


* No rate quoted. 


As will be seen by comparing this table with that on page 17, sterling’s 
devaluation to-day has had repercussions at least as widespread as last time. 
One significant difference arises from the behaviour of South Africa, which 
last time stuck to its old parity for more than a year (in the mistaken belief 
that retreat from the gold standard imp!: ! a retreat from the monetary use 
of gold itself), but this time has joined’ Britain with alacrity and obvious 
satisfaction. Another striling difference is that in 1949 Switzerland stands 
alone as the representative of the European “ gold bloc ”’ of the thirties. 

Although the devaluation of sterling in 1931 was an involuntary, not a 
deliberately planned, step, the effects on the balance of aaa were expected 
to follow the classical pattern. Briefly, it was supposed that the sterling price 
of imports would rise—and so would their total value unless demand was 
exceptionally elastic—but that this would be more than offset by the rise in 
the sterling value of exports following the improvement of our competitive 
position abroad. In fact, however, neither the sterling value of imports nor 
the sterling value of exports rose immediately—both went down instead. 

In the first ten months of 1931, mnports amounted to {702 millions in 
value. In the 1 ge period of 1932, they amounted to £581 millions, and 
in that of 1933 to £550 millions. In part this was due to a fall in the volume 
of imports of raw materials for heav y industry (such as iron ore and rubber) 
and of goods hit by the new tariff and the moral sanctions introduced by the 
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Buy British '’ campaign. But the main cause was the continued fall in the 
gold prices of primary products during the depression: the “ gold bloc’ 
suffered increasingly from its adherence to its exchange parities. At the end 
of June, 1932, the Economist’s index for primary products (September 18, 1931 
=100) was 80.5 in terms of gold prices and 99.3 in terms of sterling prices 
As a result of this fall in gold prices, the cost of living index did not rise as 
expected. Wages, so far from rising, actually declined by some £170,000 
weekly in the last half of 1931 and by £153,000 weekly in the first half of 1931 
Unfortunately, however, although the sterling value of Britain’s imports 
fell, so did that of exports—though not to the same extent. In 1932 and 1933 
the monthly value of exports (in terms of sterling) was about I0 per cent. 
below the pre-devaluation monthly average in 1931. In part this was due to 
a continuing fall in the volume of capital goods and raw material exports— 
exports of iron and steel, machinery, coal and locomotives declined substan- 
tially in volume. But the main cause was the fall in the export price index 
which declined about 5 per cent. between September, 1931, and June, 1932 


and, in fact, did not attain its pre-devaluation level until 1937. The stimulus 


TaBLe II 


BRITISH AND AMERICAN PRICE LEVELS, 1931-32 
(Septemb 1d, 1931 100) 
Ratio U.S. to 
End of Month : U.K. Wholesale U.S. Wholesale U.K. Wholesale Sterling’s % 
Prices Prices Prices of old parity 
October, 1931 ae 109 90 or 380 ’ 
November, 1931 : 110 98 89 73 
December, 1931 : 109 06 88 70 
January, 1932 105 93 86 71 
b¢ 1932 110 g2 84 73 
March, 1932 107 g! 85 77 
June, 1932 : ae 98 87 00 73 
September, 1932 a 105 go 86 71 


from devaluation was plainly reflected, however, in an increase in the exports 


of textiles and motor-cars (which now obtained a competitive advantage over 
foreign makes) and by an immediate rise in the British index of production 
which rose by about 9 per cent. between September and December, 16931, 
while all other major manufacturing countries registered production falls. 
Great care must be taken in comparing indices of this sort, however, since it 
is possible that Britain had reached the nadir of her depression before other 
countries. To some extent, of course, British industry had remained relatively 
depressed, by comparison with industry elsewhere throughout the 1920s. 
How far was the continuing fall in world prices in the autumn of 1931 and 
throughout 1932 due to the continuing pressure of world depression and how 
far was it spurred on by sterling devaluation itself 2? American observers in 
1932 laid great stress on the part which the curtailment of British demand 
(consequent on higher import costs) played in bringing down world prices oi 
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if 
1 on the necessity of price-cutting imposed on overseas manu- 
facturers by the lowered prices of British exports. In Table II above the 
Economist Index of British Wholesale Prices over the relevant period is com- 
pared with the Irving Fisher Index of American Wholesale Prices, and the 
change in the ratio between these price indices is compared with the change 1 
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the sterling-dollar rate. A similar computation, using the Economist's two 
indices for ‘‘ gold” and sterling prices of primary products (referred to on the 
previous page), shows only slightly dissimilar results. 

Two points of interest seem to arise from this table. First, it is clear that 
sterling prices did not immediately jump, nor did dollar prices immediately 
fall, to the full extent of the exchange depreciation. Although American 
wholesale prices did start to move down fairly swiftly after the middle of 
November, the change in the ratio between the two price indices after Sep- 
tember 18 remained constantly smaller than the change in the exchange rate. 
Secondly, it seems clear that prices in America did not always automatically 
go down and prices in Britain did not always automatically go up to keep 
step with subsequent stages in the devaluation of the pound. In other words, 
price levels in both countries proved to be somewhat “ stickier ’’ than contem- 
porary comment suggested. 

This time, presumably, the direct effect of sterling devaluation on prices 
in countries which do not devalue might be expected to be smaller than it was 
in 1931. What, however, of prices in the United Kingdom itself ? The sterling 
cost of the 30 per cent. or so of Britain’s total imports (representing 3 per cent. 
of total national income) which come from the Western Hemisphere may be 
expected to rise, though not necessarily to the full 44 per cent. which is the 
equivalent of the fall in sterling. Since many of these imports are raw materials 
for export industries, the export price index (expressed in sterling) will almost 
certainly rise, although not necessarily by more than a few points. Except for 
grain prices, however, the cost of food imports should not rise in proportion 
to the devaluation (since so many of Britain’s food imports are bought with 
currencies which have followed sterling) and the pressure on the cost of living 
—and thus on employers for wage demands—may, at least at the outset, be 
fairly small. But, in marked contrast with 1931, full employment will now 
make it difficult to keep personal incomes from rising pari passw with living 
costs. Moreover, in raw material imports the rise in prices will by no means 
be confined to those from dollar sources ; the produce of soft currency areas 
which is saleable in the dollar area will certainly rise in terms of sterling. 

Unfortunately, however, it is not at all certain that the fall in the dollar 
price of our exports will lead to a great increase in sales to the Western Hemi- 
sphere. So many British exports thither are luxury goods, whose volume rises 
and falis with the level of incomes in the United States and Canada, rather 
than with rises and falls in prices. The same is true of the raw materials 
exported to the dollar area by the overseas sterling area—price elasticity of 
demand for these is notoriously low although income elasticity of demand is 
high. In discussing the prospects for various industries from the investor’s 
viewpoint below, the emphasis must be on those which send a large proportion 
of their goods to the dollar area already (or rather on those which in the past 
might have si nt a large proportion of their goods to the dollar area if other 
markets had not been more attractive). It is unlikely that many major indus- 
tries will find that the competitive advantage created by devaluation will 
suddenly unlock doors previously closed. Recent market surveys have sug- 
gested that the prospects of the textile and motor-car industries this time 
depend much more on the maintenance of full employment and high incomes in 
America than on the cheapening of British dollar prices as such. Those who 
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speculate in such shares now may be betting on the world’s ability to avoid 
recession rather than on the prospects arising from sterling devaluation. 
With this warning in mind, the behaviour of the stock markets after the 
1931 devaluation may now be examined. When Britain went off the gold | 
standard the world was taken very largely by surprise. The market’s immediate 
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How Ensure Sterling Area 
Retrenchment ? 


EPORTS from Washington indicate that the United States ipegennents itives 
Re the recent talks had hoped that Sir Stafford Cripps would have brought 

with him a cut-and-dried scheme to deal with accumulated sterling 
balances. The Americans have always been anxious to ensure that the generous 
post-war aid which they have extended to Britain is not dissipated by trans- 
mission to this country’s war-time creditors. They have also always been 
well aware that the existence of a vast fund of mobile sterling purchasing power 
necessarily exerts a retarding influence on the restoration of international 
economic stability and multilateral trade. The recognition in the i ashington 
communique that the problem of the sterling balances is “‘ one of the subje cts 
which concern other countries and which will require further study’ had 
therefore a ring of American disappointment about it. 

An article which appeared in last month’s issue of THE BANKER drew 
attention to the fact that releases from the sterling balances were not the 
only way in which the overseas sterling area has been enabled to draw on the 
resources of Great Britain. The traditionally free flow of capital from e 
mother country to her daughters overseas has almost certainly provided < 
still more important source of strain. In that article, Dr. E. H. Stern prc 
that the overseas sterling area ran an aggregate foreign exchange deficit of 
£510 millions in 1948 and of £300 millions in the first six months of 1949. He 
compared these figures with an estimate for the average annual deficit of the 
overseas sterling area of £87 millions during the 1920s and of only £16 millions 
during the 1930s. If these estimates can be taken as indicating the broad 
magnitudes of the problem, they show very plainly how urgent is the need 
for belt-tightening by the sterling area as a whole, by the overseas members 
as well as Britain. 

It cannot be too strongly emphasized that the menace of excessive spending 
by the overseas sterling area has not been lessened but greatly intensified by 
the devaluation. The depreciation of sterling area currencies should damp 
down demand for dollar goods, since their prices in terms of sterling have 
thereby been raised by no less than 44 per cent. ; but, for that very reason, 
the pressure of sterling area demand for sterling goods will be redoubled. 
Moreover, this pressure will soon be backed by an even greater head of pent-up 
purchasing power, as the rise in sterling prices of primary products under the 
stimulus of devaluation builds up still further the London funds of the overseas 
territories and encourages within them the spending of increased incomes 
accruing to the producers. Already, at least one prominent British manu- 
facturer has quite understandably remarked with satisfaction upon the opening 
up of sterling area markets in this way. The prevention of such dissipation of 
the advantages of devaluation should be a top priority concern for the British 
Government at this stage. The next month will show whether the Government 
will keep one jump ahead—or will, as usual, stay one jump behind—the 
inevitable rise of the tide. It is to be hoped that its studies now have gone 
beyond the stage of assessing the need, to that of assessing the means. 

Can the necessary process of retrenchment be enforced through any action 
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taken by this country—such as a refusal to allow further releases from the 
sterling balances or an imposition of restrictions on the free flow of capital 
from Britain to the overseas sterling area ? Although such restrictions would 
constitute a sad reversal of imperial tradition, a good case can be made out 
for the view that, in the long run, the great cause of Commonwealth unity is 
not really furthered by Britain’s continued efforts to shoulder a disproportionate 
part of the common burden alone. But it would be a thousand pities if any 
clumsy, unilateral measures of this sort had to be adopted to stop the drain. 
By far the most constructive approach to this problem would obviously be 
for the members of the Commonwealth to meet together in conference, to 
decide which of their social and development schemes deserve priority in the 
common interest and which can, with least suffering, be spared, and for each 
country then to attempt to enforce, by bold measures of economy ado sy 
within its own territory, the degree of disinflation agreed upon. It is “ai 
the absence of any hope of such agreement that Britain should take it we 
herself to impose restrictions on capital movements to the overseas sterling 
area. Practical considerations seem to be allied to political good sense in this 
matter, for, it will be suggested below, the scope for unilateral action by this 
country is probably now comparatively limited. 

THE STERLING BALANCES 

Any analysis of the resources which the overseas sterling area can milk off 
from the mother country must start with the problem of Britain’s accumulated 
war-time debt—the problem of the so-called sterling balances. At the end 
of June, 1945, these amounted to £3,277 millions, of which £2,659 millions was 
owed ta countries in the sterling area. The main creditors were India (£1,116 
millions), Egypt (£400 millions), Colonial Africa (£205 millions), Eire (£179 
millions), Australia ({118 millions) and Palestine/Transjordan (£116 millions). 
In addition, New Zealand, Malaya, Iraq and Ceylon were all owed more than 
£50 millions each.* Sterling debt held outside the sterling area amounted to 
£618 millions, of which £412 millions was held by liberated or formerly neutral 
European countries, {216 millions by South American republics and about 
£64 millions by Britain’s remaining Asiatic creditors (chiefly Persia, China 
and Siam). 

During the Anglo-American loan negotiations at the end of 1945, the 
Americans, for reasons already indicated, were eager to scale down and regulate 
these balances. The loan agreement itself contemplated that Britain’s creditors 
might agree to an outright cancellation of a large part of the debt and that the 
rest, after a small immediate release, should be gradually paid back over a 
long term. The rate of release apparently envisaged was about £434 millions 
per annum. This scheme never had any real chance of adoption—at any rate 
so long as the British lion felt obliged to yelp at its creditors instead of roar. 
The only cancellation of the debt to date has been that effected by the Austra- 
lian and New Zealand gifts (amounting to {£48 millions, including the gift 
announced this September by Mr. Chifley), while the net running down of the 
balances amounted to £142 millions in the calendar year 1947 and {211 millions 
in 1948. Since in these two years some balances (notably Australia’s s) have 
been expanding at a prodigious rate, the gross releases allowed to the more 


* These figure os whic! h were first revealed in the report of a Congressional Committee in the 
United States, were fully discussed in THE BANKER in September, 1946. 
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improvident of Britain’s creditors have been, of course, much greater than 
a bare perusal of these figures suggests. 

Although official estimates are available of the size of the total balances 
outstanding up to the end of 1948, no breakdown of the figures among individual 
creditors has been given since those for June, 1945, leaked out in the American 
Congressional report mentioned above. This secrecy is usually excused on the 
grounds that ‘“‘ a banker must never reveal the size of his customer’s account ’ 
an analogy which, to put it mil aly. is not altogether impervious to criticism. 
Unfortunately, it seems, undue publicity given to the running down of certain 
balances must have touched the Treasury—and some oi Britain’s creditors 
—on a particularly tender corn. 

The gaps left by this official refusal to divulge details can be only partially 
filled by unofficial estimates—and it must be emphasized that those made in 
the table for the present holdings of members of the overseas sterling area are 
approximations in every sense of the word. In compiling these estimates 
recourse has been had to a previous estimate framed for mid-1948 by the 


ESTIMATED STERLING BALANCES, MID-1949 
(£ millions) 


Australia ; ; a ae ma na oa a a 360* 
Ceylon , ~s os Le . act a ws + 45t 
East Africa ies ‘ a4 ; - és 30} 
Eire .. . a ms ats a ie hd an — 280t 
India sd — = a sa ae a 630f 
Pakistan - ia ar ea ea is e pis aun 140T 
Iraq se os a oe oe os oe eo oe 85t 
Malaya ‘ cs P . = a : ‘ie ss 85t 
New Zealand e ae , ite xs : it a 75* 
West Africa oe ; ae ae a ee eis sia 551 
Unidentified oe ve ia aa a - a sd 400 
TOTAL HELD BY STERLING AREA COUNTRIES 2,185 
Total held outside Sterling Area (end-1948) .. : a . 1,057 
TOTAL STERLING BALANCES a : as “Sage 


* Central Bank figures. + N.F.T.C. figures minus releases, 1948-49. 
+ N.F.T.C. figures adjusted for estimated trade deficit or surplus. 

International Finance Committee of the National Foreign Trade Council of 
America (the N.F.T.C.). Where Central Bank figures for present sterling 
holdings are not available, the figures given in the table are the N.F.T.C. figures 
adjusted for subsequent sterling releases or (in cases where subsequent sterling 
releases are unknown) adjusted for the vicissitudes of the balance of payments 
positions of the countries concerned, so far as these can be gauged. The figure 
of £400 millions for “‘ unidentified holdings ’’ represents untraceable holdings 
by individuals in the enumerated countries as well as holdings by individuals 
and banks in countries not specified—such as the British West Indian islands 
and Hong Kong. This {400 millions is computed purely as a balancing item. 
A writer in the August issue of the Bulletin of the London and Cambridge 
Economic Service estimates that the balances held by the sterling area ran 
down by {118 millions (to £2,187 millions) in the first half of 1949. It has 
been assumed—perhaps unjustifiably—that this last estimate is not far wide 
of the mark. 

The absolute level of the balances is not, however, a measure of the strain 
their existence may impose upon Britain’s economy in the short run. Naturally, 
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so long as they are blocked in ‘‘ Number 2 Accounts ”’, or tied up as backing 
for the currencies of the countries concerned, they impose no significant burden 
on the United Kingdom. It is only when they are released—and used—for 
current payments that they become a source of most evident strain. The 
question of releases is therefore more important than the overall size of the 
balances at the present time. How large are these releases likely to be in the 
next twelve months ? 

[In an editorial note in last month’s issue it was suggested that there 
were two reasons for Britain’s liberal treatment of her creditors during the 
negotiation of recent financial agreements. First, the British Government 
seems to have been so anxious to avoid transitional unemployment in the 
export industries that it was apparently unwilling to see any contraction of 
Indian (and other sterling creditors’) trade with this country. Any such policy 
of deliberately boosting unrequited exports in order to keep up demand in 
this way is, of course, so completely out of line with the harsh necessities of 
the present crisis that it deserves no sympathy at all. Secondly, however, the 
liberal treatment accorded (especially in the case of India) has certainly been 
prompted also by external political considerations. At the payments negotia- 
tions an old unhappy relationship must have been embarrassingly revived. 
India (and the other new Dominions) came to the table to ask for something 
which they believed to be theirs by right. Britain was therefore in the position 
where she was cast once again for the discarded réle of rich, grudging Mr. 
Bumble to India’s Oliver Twist. The psychological aspect of this question of 
‘rights ”’ is important. Any unilateral action by Britain to cut down the rate 
of release from the sterling balances would be interpreted by India and her 
neighbours as discriminatory steps taken against them—and could easily have 
the most undesirable political consequences. On the other hand, a call to cut 
costs, sent out to all members of the Commonwealth equally, might well evoke 
a heartening response even from quarters whence such a response might 
perhaps be least expected. 

In any case, as far as 1949-50 is concerned, the damage seems to have been 
done already. Releases already agreed upon amount to £127 millions, split up 
among four countries (India, Pakistan, Ceylon and Iraq), who between them 
were allotted {80 millions (and actuallv drew at least £175 millions) in 1948-409. 
Since these agreements cover the cases of the most improvident sterling area 
creditors, it seems that any chance of immediate retrenchment under this 
head has already been sold down river. The only creditors left outside the 
scope of these agreements are Australia and New Zealand (who have hitherto 
increased, not decreased, their sterling balances), the Colonial Empire (which, 
but for the devaluation and the prospect of higher sterling returns from its 
produce, would have been very hard put to it to limit its foreign trade deficit in 
1949 to the £68 millions attributed to it for 1948*), and Eire, whose past 
reputation hardly suggests that she would be willing to accept retrenchment 
imposed on her by London from above. It looks as if Britain will have to 
accept the fact that the gross drawings on the sterling balances held by the 
overseas sterling area will amount to {200 millions or more in the twelve 
months to July, 1950, unless a policy of retrenchment is adopted by Britain's 
creditors in the common interest and put into effect by the Government of 
each country within its own allotted sphere. 


* See A. R. Conan, “‘ The Balance of Payments of the Colonies’”’, THz BANKER, April, 1949. 
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BRITISH INVESTMENT IN THE STERLING AREA 

if the rate of drawings on the sterling balances in the coming year cannot 
easily be slowed down by this country’s actions alone, what about the rate of 
flow of British capital to overseas? No comple te assessment of the amount 
of this investment has ever been compiled. According to the most recent 
Balance of Payments White Paper (Cmd. 7648) capital transactions with the 
sterling area (apart from changes in the sterling balances and the Australian- 
New Zealand gift) resulted in a net outflow of £192 millions in 1948. The foot- 
note to this figure in ( nd. 7048 ran: “‘ This item includes sales and redemp- 
tions of securities so far as known, redemption of debt by Commonwealth 
countries, and an peace of commercial investment and of the movement 
of funds from the United Kingdom to the rest of the sterling area, including 
funds taken abroad by emigrants. It takes account of the balancing: item 
involved in the construction of a complete U.K. balance of payments. The 
figure given for the second half of 1948 (a round £50 millions) is very ten- 
tative . It would seem from this that the figure given in Cmd. 7648 is a 
very shaky peg on which to hang any estimates of British investment in the 
overseas sterling area in 1948. Probably all one can say here is that gross 
British investment in the area (that is gross of any British disinvestment 
involved in the redemption by Commonwealth countries of their own debt) 
must on this evidence have amounted to at least £200 millions in 1945. But 
if Dr. Stern’s computations are correct—and they can be parall leled by estimates 
secured by comparing the known balance of payments of the larger Dominions 
with changes in their visible reserves and by reference to the figures for invest- 
ment in the colonies contained in the recent British report to O.E.E.C.—then 
the true gross figure must be very much larger than this. 

[In gauging the strain imposed upon the British economy by this capital 
outflow, the investment concerned should be considered under two heads. In 
the first place there is the efflux of so-called hot money, which had South 
Africa as its main destination until the Nationalist victory in the 1948 election, 
and which has apparently been diverted to Australia ever since. The most 
recent report of the Commonwealth Bank contains some details of this move- 
ment, which was greatly increased by the false expectation that the pound 
Australian would not follow the pound sterling all the way down in the event 
of devaluation here. Under the rules of the sterling area, capital of this sort 
is allowed into Australia (although investors are warned that they may not 
necessarily be able to take it out again in the future), and demand for Australian 
pounds against sterling is met to the full. The absurd result of this state of 
affairs was that, when private speculators wanted to get rid of sterling, the 
Australian Government was obliged to accumulate it. So long as Australia is 





willing to pile up her London funds in this way, and so long as her schedule 
of un 1ot affected by the size of these funds, no burden is laid on 
British shoulders at all by this movement of money. The position would be very 
different, vever, if, for reasons which will be discussed below, Australia’s 
balance of payments with the United Kingdom were to turn adverse. In this 
case the hot money outflow to Australia would show itself to be as great a 
burden to Britain as the hot money outflow to South Africa (which allowed 
that Dominion to pay for imports in sterling which would otherwise have been 


paid for in gold) undoubtedly always was. 
More important than the question of this hot money efflux is the question 
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of genuine British investment in the overseas sterling area. The strain which 
this imposes on the British economy is of two kinds. First, the rise in overseas 
incomes which such investment generates leads to an increased demand for 
British consumer goods. Secondly—and perhaps more important—the invest- 
ment projects concerned set up a direct demand for British capital equipment. 
No full survey has ever been made of the extent to which the capacity of 
British manufacturers of machinery is at present taken up in the fulfilment of 
contracts for sterling area clients. Concentration on such contracts is, however, 
known to be intense. This point acquires particular significance because recent 
market surveys have suggested that imports of British capital equipment into 
Canada and Latin America will make little he: idway if uncertainty in delivery 
dates and unwillingness to make the marginal changes necessary to suit 
local tastes are allowed to counteract any advantage i in price now possessed 
over American competitors. In this field, therefore, perhaps more than in 
any other, a healthy deflation of demand from the overseas sterling area might 
have an immediate effect on the volume of British exports to hard currency 
markets. Two questions have to be posed: First, would any restriction 
imposed on private British investment overseas bring about any significant 
deflation of demand for British capital equipment and consumer goods from 
these clients or would the sterling area still continue to finance such imports 
out of their own accumulated balances ? Secondly, in those areas, such as 
Colonial territories, where restriction on investment imposed from this end 
would lead to a re educti ion of demand for capital equipment, would the projects 
affected be the ones that could most easily be 1 gia from the list or would a 
significant beardinow ion of them be dollar earners 


THE SCOPE FOR RETRENCHMENT IN THE DOoMINIONS 

Unfortunately, the fact has to be faced that at the present stage of develop- 
ment in both the Dominions and the Colonial Empire, any running down of 
imports of capital machinery would be a bitter pill for these territories to 
swallow and the Governments concerned would be likely to struggle against 
it so far as they were able to do so. In the older Dominions the rise in incomes 
of primary producers has led to an increased demand for better public services, 
improved housing conditions and more factories making home-produced con- 
sumer goods. This latter demand has been fostered by the local Governments, 
who regard the development of secondary industry as an insurance policy 
against the evil consequences which fall upon gd primary producing country 
in a slump. More specifically, in Australasia, if American recession were to 
spread contagion and to lead to any fall in aides there, both the Dominions 
in that part of the world would be likely to press forward with large scale 
development } cage Mr. Chifley, indeed, has already indicated that his Govern- 
ment has a £740 millions schen ‘me ready for investment activity in a slump, a 
scheme which woul | inevitably involve increased imports of machinery and 
materials from Britain financed either by investment from here or, more 
likely, by the running down of Australia’s sterling funds. Any restriction on 
overseas investment by United Kingdom subjects obviously would not stop 
this programme being brought into existence in view of the size of Australia’s 
present reserves. Unless Britain were to take the invidious step of blocking 
Australia’s balances and “‘ rationing ”’ releases to her as she now does to India, 
she would have to rely on pressure exerted through her representatives in 
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Canberra to dissuade Mr. Chifley from increasing his demand for British 
materials so long as that demand would divert British exports from still 
unassuaged hard currency markets. 

In the case of South Africa, an embargo on private investment from this 
country might lead to an immediate decrease in activity since the Union’s 
sterling funds are almost depleted (now that even the dregs of the repayment 
rights on the former Gold Loan are gone). But a large part of South Africa’s 
present investment programme consists of the development of the new Orange 
Free State goldfield and the townships associated with it ; any proposal for 
retrenchment here would encounter strong resistance. In the other self- 
governing territories, too, any attempt to cut down the rate of British invest- 
ment would lead to a still more insistent demand for releases from their sub- 
stantial sterling balances. The result of any embargo on British investment 
would probably be that India would try to push forward with her present 
industrialization programme without the wiser management and operational 
control which direct British investment usually brings in its train. The con- 
clusion must therefore be that, although an embargo on investment by United 
Kingdom subjects in the overseas Dominions would lead to the pruning of 
some projects—many of them potential dollar earners—the most immediate 
result of any such step would be an aggravation of the thorny problem of the 
sterling balances. 

But although the means of imposing retrenchment in the self governing 
territories of the sterling area may be hard tocome by, the aims of such retrench- 
ment are not as frightening as might at first appear. Some of the projects 
now afoot have precious little economic justification behind them. In India 
much of the Government’s investment programme is still reminiscent of that 
get-rich-quick war-time fantasia, the Bombay Plan. In Australia much of the 
investment programme is based on incorrect reading of the lessons of the 
pre-war depression. It is quite true that well-established industrial nations 
suffered less than primary producing nations in the 1930s, but that does not 
mean that there is any advantage at all in “ diversifying an economy ”’ by 
setting up high-cost secondary industries at the present time. The ideal 
position in a world slump is not that taken up by the marginal member of the 
manufacturing fraternity. This is a sermon which could be preached to New 
Zealand and South Africa as well. In every self-governing country of the 
Commonwealth—not excluding the United Kingdom—there are uneconomic 
investment or development projects which could be weeded out without 
real loss. The point that is being stressed here is that the outright embargo 
on overseas investment and the clamping down on sterling releases, to which 
Britain may be driven, would not be a wise way in which to achieve retrench- 
ment where retrenchment is most desired. 


INVESTMENT IN THE COLONIAL EMPIRE 
There remains the question of investment in the Colonial Empire. I[mme- 
diately after the end of the war an ambitious programme of capital development 
for these ‘‘ neglected ”’ areas was drawn up. Under the Colonial Development 
and Welfare Act of 1945, the British Government was empowered to make 
available “‘ for any purpose likely to promote the development of the resources 
of any Colony or the welfare of its people” a sum total of {120 millions over 


the ten years ending on March 31, 1956. In addition, two publicly supported 
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investment corporations (the Colonial Development Corporation and the of 1 
Overseas Development Corporation) were set up with borrowing powers up to per: 
{110 millions and 455 millions respectively. The latter body, however, was Brit 
not necessarily restricted to investment in Colonial territories. thr 
the high promises contained in this programme have not so far been fulfilled | por 
apart from the Overseas Food Corporation’s extravaganza in Tanganyika, | frst 
Chis is particularly true of the Development and Welfare Act, under which, | in t 
in the three years to March 31 last, only some {12 millions was spent. The | po 
reasons for this slow progress are not hard to seek. Most of the original plans nae 
were costed in 1945 or 1940 and, by the time they had reached the blueprint met 
stage, these costings were an aoapan uut of date. They had therefore to be ust: 
referred back to their originators so that, by the time the authorities were able | be « 
to place firm orders for equipment, han found themselves near the end of the | is d 
queue behind private-enterprise projects for which orders had been placed pow 
after quick calculations of profit (at existing high price levels) against cost. | wor 
he Select Committee on Estimates, disturbed by this state of affairs, recom- tot 
mended that the existing machinery for placing orders for equipment for the of I 
Colonies through the Crown Agents should be investigated and that the were 
Colonies should be granted specific priorities for some of Britain’s capital paic 
equipment exports. The frightening possibilities inherent in such a step are ince 
shown up by the recent British report to the O.E.E.C. which listed £400 mer 
millions of Colonial Development projects as suitable for setting in train. It proc 
is surely the hard currency areas which deserve priority for any equipment J ogy; 


Britain can export now, even if the granting of such priorities necessitates the 
acceptance of lower prices for some lines than sterling area clients would be 
prepared to pay. 





It may seem a little perverse to suggest that British investment in these I 
backward areas should be scaled down, just after Sir Stafford Cripps has been dow 
asking at Washington that American investment in these same areas be inde 
stepped up and at a time when wild dilations on the dollar earning capacity | adv. 
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of the Colonies are in the air. The whole question should be brought into 
nerspective before any such snap criticism is offered. Even if the whole of 
*->] 


Britain’s grandiose post-war Colonial Development programme was carried 
the total Development and Welfare vote was duly spent, if the 


thre 

borrowing ialities of th vo Corporations were duly exhausted in the 
first ten vears and the annual {1o millions of private investment per annum 
n the Colonies piously hoped for by the Select Committee on Estimates duly 
provided, the help extended to the 60 million souls in the Colonial Empire 
would still come out at a grand total of 12s. rod. per annum per head This 
method of presentation is not as absurd as such per capita computations 
usually are, for the fact that the greater part of the aid to be advanced would 
be officially sponsored would mean that the principle of “‘ fair shares’ (that 
is distribution according to capital need and not according to capital earning 


power) would make some egalitarianism in the share-out inevitable. In other 
words, even if Britain were to plough in more than she can decently afford 
to these backward areas, no great and immediate increase in colonial standards 
of living would necessarily result. Far more could be done if smaller sums 
were invested where they 

iy : 


paid to the task of injecting into the people of these territories the dynamic 
incentive to work and save, which has always been more important than 


would really be of use and if more attention was 


mere capital provision as the essential basis of that breathless upsurge in 
productive activity that has characterized the industrial revolutions of such 


countries as Britain, the United States and Japan. 


CO-ORDINATED ACTION NECESSARY 
But if the investment programme in the dependent Empire has to be cut 
own, it is only just—and, more important, only sensible—that that in the 


independent areas should be scaled down also, although, of course, in these more 


advanced territories the process of disinflation should be carried through by 
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thods additional to the crude weapon of capital cuts. When the Common- 
wealth Finance Ministers agreed to reduce dollar expenditure at the recent 


London conference, they exhibited impressive solidarity of the sort of which 


the Empire ] ilwavs been proud. But all they really agreed to do at that 
conference was to cultivate their gardens by lopping off the head of the most 
obviously obtruc weed. Without a really thorough uprooting operating in 
ich separate territory the weed will certainly grow again—as some states have 
deed discovered already The need is now for a bolder call—a call to the 
richer mem! of the sterling area to make sacrifices and a call to the poorer 
to be patient, to all to close their ranks and decide together which of their 
internal development and welfare projects deserve priority and which must, 
under the remorsel pressure of the moment, be shelved or abandoned. 


If it was made clear that on the response to this call the whole future of the 
sterling area, and of much else beside, depended, it is difficult to believe that 
it would be ignored. At any rate it is worth while to risk the attempt. One 
proviso must be made. If Britain, as the area’s traditional leader, is to be the 
first to speak up in this way, she must also be the most ready to make sacrifices. 
The younger countries of the Commonwealth can hardly be blamed for their 
deficiencies if their grandmother herself has not yet learned to suck the 
necessary eggs. 


5& 
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South Africa’s Relations with 
the Sterling Area 


By C. Gordon Tether 


HE hard currency troubles of the United Kingdom and its dollar pool 
satellites make such heavy calls on the headlines that it is not altogether 
a matter for surprise that the entry of South Africa upon the most crucial 
phase of her economic crisis has attracted comparatively little attention in 
this country. It is not, however, a matter that is likely to be ignored for long. 
With the exhaustion of her gold and foreign exchange reserves imminent and 
with only arelatively modest improvement in her fortunes in prospect as a result 
of the devaluation of the sterling group of currencies, South Africa is being 
forced to face up to realities. A drastic overhaul of the country’s major 
economic policies, deferred until the eleventh hour in the hope that such 
action would be rendered unnecessary by a substantial rise in the dollar price 
of gold, is now likely to be forced upon the Union by the relentless pressure 
of events. One of the first subjects that has come in for attention in this 
national spring-cleaning operation is, of course, the country’s relations with 
Britain and the rest of the sterling area. Needless to say, this re-examination 
is likely to have consequences of great importance for the United Kingdom. 
To demonstrate that, it is only necessary to recall that, up to a few months 
ago, South Africa was the United Kingdom's largest single overseas customer, 
that during the post-war period she has been the recipient of a larger flow of 
capital investment funds from the United Kingdom than any other country 
inside or outside the sterling area, and that as recently as 1946 and 1947 her 
gold output provided one of the principal means employed by this country 
for settling its adverse balance of payments with the dollar area. 

At the end of 1947, partly to assist this country in making good the havoc 
wrought on its gold and dollar position by the sterling convertibility crisis 
and partly to remove handicaps which it believed its existing relations with 
the United Kingdom entailed, South Africa concluded a new monetary agree 
ment with Britain under which it volunteered to lend to Britain £80 millions 
of gold for a three-year period. In the two years that have passed since then 
economic relations between the two countries have shown a_ progressive 
deterioration. To some extent this development can be said to be the inevit- 
able counterpart on the financial plane of the partial estrangement at political 
level which followed the advent to power at the end of May last year of the 
Nationalist Government under the leadership of Dr. Malan. But the main 
explanation must be sought in the stresses imposed on the financial relation- 





ships between the two countries by the change in the status of the Union 
vis-a-vis the rest of the sterling area which resulted from the terms of the 
Gold Loan Agreement of November, 1947—stresses that have lately been 


aggravated by the increasing difficulties encountered by both countries. 
fhe change in the status of South Africa as a sterling area country, which 
took effect from the beginning of 1948, received scant treatment in the Press 
when it was announced, largely no doubt because it was over-shadowed in 
terms of news value by the gold loan to Britain, but partly, perhaps, because 
the authorities of both countries were anxious for reasons of their own to 
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slay down the importance of what was, in effect, ape less than a partial 
withdrawal by the Union from the sterling system as operated since 1939. 
Recent observations in the economic as well as in the lay Press regarding the 
part that an increase in the vield from South Africa’s gold sales (as a sequel 
to the then much-discussed possibility of an increase in the dollar price of 
gold) could play in extricating the sterling area dollar pool countries from their 
present difficulties show that even now the very special position of South 
Africa as a country neither wholly inside nor wholly outside the sterling area 
system is not fully understood in Britain, still less in the United States. 

’ Tf a clear understanding is to be gained of recent trends in Anglo-South 
African relations, it must first be appreciated that the main effect of the 
1947 agreement was to bring to an end the Union's participation in the sterling 
area dollar pool as from the beginning of 1948. In each of the years 1946 and 
1947 South Africa had been under an obligation to sell to the Bank of England 
gold to the value of approximately {80 millions per annum and in reality the 
amounts contributed by the Union in this way to the sterling area pool were 
somewhat in excess of the minimum stipulated. In return, South Africa shared 
with other sterling area countries the right to draw on the pool to finance her 
own net expenditures in hard currency countries. By virtue of her special 
position, she was subject to a little less restraint from London than most of 
the other members of the area in the matter of drawings from the pool for 
financing spendings in dollar countries, but even so the effect of the arrange- 
ment was to place at the disposal of the United Kingdom a substantial amount 
of gold which could be used in the financing of the dollar deficits of Britain 
ond other sterling countries. 

With the entry into force of the new arrangements, South African contri- 
butions to the dollar pool came to an end. In February of 1948 the £80 million 
gold loan was paid over to the British authorities, but apart from this the only 
amounts of gold released to this country during 1948 and 1949 have been 
to compensate it for non-sterling expenditures incurred on the Union’s behalf. 
Since many of these non-sterling expenditures have been for hard currency 
account, and since Britain has been under an obligation to sell gold back to 
the Union in periods when non-sterling expenditures areirie on its behalf 
were exceeded by non-sterling currencies sold by South Africa to Britain, it 
seems that the net result has been that no portion of the Union’s current gold 
output has benefited the sterling pool for nearly two years. But while the 
agreement of November, 1947, relieved South Africa of the obligation, assumed 
by all other countries participating in the sterling area arrangements, to pool 
hard currency earnings, it did not deprive the Union of the privileges enjoyed 
by other members of the area—in particular those associated with the relative 
freedom of transactions within the area. Thus South Africa has continued to 
enjoy favourable treatment in the matter of access to markets in other sterling 
area countries. For instance, Britain has undertaken, for the three years 
covered by the gold loan agreement, to absorb {12 millions per annum of 
South African processed foods, preserved fruits, and other less essential goods. 
South Africa has also been able—at all events up to quite recent ly—to draw 
capital without limit from other parts of the area. 

In brief, the agreement placed South Africa in the unique position of being 
able to profit by all the advantages of participation in the sterling system 
Without incurring the obligations which membership normally entails. A 
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1e idea of a 


contributor to THE BANKER in June, 1948, pointed out that t 
feature of the 


foreign exchange resources is not, in fact, a 


complete pooling of 


traditional sterling system and argued that the real effect of the gold loan 
wreement was to restore Sou Africa to her previous position vis-d-v1s the 
sterling svstem from the exceptional position in which she had been tem- 
porarily placed by tl Id sales agreement covering the years 1946-47. Asa 
statement of fact this is unquestionably true. But, the effect of post-war 
developments, and particular f the onset of the world dollar shortage, has 
1 4 + } +} } } - > ] 2 Be 
been to cause the principle of the hard currency pool to emerge as a cardinal 
feature—perhaps the cardina! feature—of the sterling system. It is therefore 
ither surprising that South Africa has been allowed to remain in this half-in, 


salf-out position for so long. From some points of view it would certainly 
have suited the British book better to have South Africa completely outside 
the system once the Union had decided to end her participation in the dollar 
pool arrangement. For the Union’s ability to take advantage of the freedom 
of transactions within the area has enabled her to acquire sterling funds with 
relative ease, either by taking advantage of her right to favourable treatment 
in respect of sales of less essential goods in other sterling countries or, more 
particularly, by drawing capital funds from the United Kingdom and other 
parts of the sterling area. Such resources have naturally been available to 
cover payments for the high level of imports from the United Kingdom. Thus 
the output of newly-mined gold, which might otherwise have had to be sold 
to Britain, at least in part, to cover the adverse balance of payments with the 
sterling area, has been reserved for discharging the Union’s dollar deficit. 

It is true that, in recent months, the Union has also had to exercise her 
right under the agreement to require advance repayments in sterling of the 
gold loan to Britain, for the purpose of discharging her sterling commitments ; 
and since the repayment in this way between March and mid-September of 
this year of the entire £80 millions lent relieves this country of the obligation 
to repay the loan in gold at the beginning of 1951, it can in one sense be regarded 
as tantamount to a contribution to the sterling area dollar pool. But the fact 

mains that, had the Union not been able to lay her hands on substantial 
quantities of sterling capital and to enjoy ready access to sterling markets for 
her merchandise exports, she would at least have been debarred from drawing 
large quantities of what have, in effect, been unrequited exports from this 
country. At most, she would have been compelled to seek even more rapid 


repayment in sterling of the gold loan than she actually has done, and might, 
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grhaps, even have had to sell some gold to Britain to discharge the adverse 
lance of payments with the rest of the area. 

That the British authorities have nevertheless made no serious effort to 
leprive South Africa of the advantages of membership of the sterling area 
juring the past year or two may be attributed in part to an anxiety to avoid 
causing i! ‘reparable damage to long-standing financial connections between the 
Union and London. In part, too, it may have been due to a desire to preserve 
marke ts for British goods in the Union against the time when, the gold loan 
having been repaid and sterling receipts from capital transfers having slowed 
own, South Africa would be left with no alternative but to sell gold to Britain 
to discharge its adverse balance with the rest of the sterling area on merchandise 
xccount. Above all, however, the British authorities may have been unwilling 
to lay ti ~_ ‘es open to the charge of showing a lack of gratitude for what 
may be regarded as the good turn done to Britain by the Union in extending 
the gold loan to Britain in the hour of need. 

It is, however, doubtful whether the unique relationship established 
between South Africa and the rest of the sterling area by the 1947 agreement 
would have endured for an indefinite period even had events in both South 
Africa and Britain taken a more or less normal course. As it is, events in both 
countries have combined to create doubts about the value of the whole arrange- 
ment, particularly from the British ae of view. Britain, sorely pressed for 
dollars to strengthen the sterling area pool, has naturally not failed to appreciate 
that the continued movement of capital from Britain into the Union and the 
ranting to the Union of relatively free access to sterling markets for the latter’s 
exports tend to re ote this country’s chances of disposing of the sterling left 
over from the gold loan [on the eve of sterling devaluation the last £12.5 
millions of the loan proceeds were withdrawn by the Union, but most of this 
ymount is still held by the Reserve Bank] and of thereafter compelling the 
Union to deal with its sterling deficit by sales of gold to Britain. 

These arguments against permitting the Union continued enjoyment of 
these facilities have been given added emphasis by the fact that South Africa 
has now restricted its imports from sterling sources to bare essentials and 
las indicated that, if additional capital sums can be raised in the sterling 

1 


area, these, too, will be used for the purchase of goods in scarce supply rather 


than ior the purchase of less essential products. Britain has perceived, there- 


lore, that in allowing South Africa to be fed with sterling capital and to dispose 
{her less essential goods on sterling markets she is not only encouraging the 


nion to conserve her gold production for discharging her net adverse balance 
‘ paym nts with the dollar area and so reducing her own chances of tapping 
the Union’s gold flow, but is also stimulating the worst kind of unrequited 
port—the export of essential goods—without doing anything to preserve 
markets other than those which, owing to their nature, could be expected to 
endure in any case. 

This awakening of the British authorities to the disadvantages introduced 
by the Gold Loan Agreement into the payments relations between the Union 
and the rest of the sterling area found its first reflection in the brusque refusal 
of Sir Stafford Cripps, earlier this year, to allow South African municipalities 
access to the London capital market—on the grounds that the Union had ample 
sterling funds available in the shape of the right to draw on the proceeds of 
the gold loan. Unfortunately for South Africa, this hardening of the British 
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heart took place at a time when, owing to the grave deterioration in the 
Union's overall trading position, it would have been particularly useful to 
have been able to borrow from sterling sources to finance the deficit with the 
sterling area. 

Indeed, within the context of balance of payments questions, British and 
South African interests have in some respects become diametrically opposed, 
Mr. Havenga, the Finance Minister of the Union, doubtless soon discovered 
this when he came to London in July to discuss with the British authorities 
financial questions of mutual interest—and to sound the possibilities of 
obtaining a sterling loan on the London market or from the British Government 
itself. In all probability he immediately found himself brought face to face 
with the big question raised by the experience of the two countries under the 
present payments system: Is there any way of re-shaping the relations 
between South Africa and the rest of the sterling area so as to satisfy both 
parties—to enable South Africa to continue to enjoy the advantages of mem- 
bership of the sterling area while ensuring that Britain obtains the maximum 
possible contribution for the sterling area pool from the Union’s production 
of newly-mined gold ? 

From the British point of view, the best way of carrying out this re-shaping 
would be by a re-entry of the Union into the sterling area dollar pool arrange- 
ments. This could probably be best accomplished by an undertaking by 
South Africa, similar to that given in the years 1946 and 1947, to contribute 
the bulk of her gold output to the central pool while restricting her spendings 
in dollar countries and satisfying the bulk of her wants from sterling sources, 
thus minimizing her exchange purchases from the pool. In these circumstances, 
Whitehall would be found ready enough to permit the Union's reasonable 
requirements of capital to be satisfied in London as well as to permit the 
continuance of unrestricted sales of less essential South African goods to sterling 
countries. Up to the time of the devaluation, a solution of the problem on 
these lines could hardly have been expected to commend itself to the South 
African authorities. In the first place, the Union was opposed in principle to 
discriminating through import control in favour of the products of one par- 
ticular group of countries and against the products of other countries ; and 
she fully realized that that is precisely what in pre-sterling devaluation circum- 
stances full participation in the dollar pool system would have entailed. It 
would inevitably have confirmed and extended the limited discrimination 
which had resulted, under pressure of circumstances, from the emergency 
measures of the previous twelve months. Secondly, the Union was naturally 
reluctant to indulge openly in discrimination against dollar goods just at a 
time when she was making herculean efforts to induce Canada and the United 
States to take an interest in the possibilities of capital development in the 
Union. Thirdly, she was understandably unwilling to replace relatively cheap 
dollar products by relatively expensive sterling products at a time when she 
was suffering from an acute overall shortage of all forms of foreign exchange 
and when it was therefore more than usually necessary for her to buy in the 
cheapest markets. 

The re-alignment of the sterling group of currencies in terms of the U.S. 
dollar, combined with Washington’s refusal to grant the Union a dollar loan 
—except on conditions that Mr. Havenga has described as intolerable—may, 
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however, have had the effect of producing an important change in the South 
African attitude in this matter. The net effect of the currency re-alignment 
(the South African pound was devalued in terms of the U.S. dollar to the 
same extent as sterling) will be to raise dollar prices in terms of South African 
currency without producing a corresponding advance in the prices of sterling 
goods. In terms of goods and services, the Union will not be able to buy a 
great deal more from abroad than before the re-alignment. For although the 
price of gold has risen sharply, its buying power in terms of commodities has 
not, taking the field as a whole, been substantic illy increased by devaluation. 

Hence the effect of the re-adjustment should be to encourage South Africa to 
spend what she has on sterling goods rather than dollar goods whenever her 

requirements can be met within the sterling area. 

Doubtless the possibility of South Africa’s re-entry into the dollar pool 
arrangement was one of the main subjects discussed during Mr. Havenga’s 
month-long discussions with the British authorities in L ondon in July-August. 
Afterwards Mr. Havenga described his visit as a success but indicated that the 
nature of the decisions reached could be revealed only in the fullness of time. 
This desire for secrecy may have been explained by the fact that the final 
shape of any agreement reached was to be contingent upon decisions reached 
in Washington last month, particularly in relation to sterling devaluation and 
to the future of the world monetary price of gold. A second possibility, how- 
ever, is that if the upshot of the L ondon talks really was to be a re-alignment 
of South Africa’s policies with those of other members of the sterling area 
dollar pool (in return for the Union’s continued participation in the benefits 
of the sterling system), the South African authorities may have desired to 
soft-pedal it for the time being in order to avoid jeopardizing their efforts to 
attract dollar funds into the Union. 

Whatever happens, it will be surprising if Mr. Havenga has not been 
impressed by the argument that, if the present system remains in force, the 
United Kingdom could not afford indefinitely to allow an unrestricted flow of 
sterling capital to the Union, now in effect a hard currency country, and that 
sterling countries might also soon have to discontinue large-scale purchases of 
the Union’s less essential goods. It seems likely that he will also have seen 
the strength of the argument that, in order to continue to be entitled to sterling 
area facilities, South Africa must agree to resume net contributions to the 
sterling area dollar pool in the not far distant future. 

What sort of net contribution in gold Britain could hope to obtain from 
South African participation in the dollar pool is a matter of conjecture. Some 
part of the Union’s gold output will continue to be required to cover the cost 
of dollar raw materials and capital equipment which she cannot obtain in the 
sterling area. If it were possible, however, merely to return to the 1946-47 
position, the sterling area’s gold and dollar receipts would be increased to the 
extent of perhaps $160 millions per annum. In fairness to herself, Britain ought 
to see that this contribution is a reasonable one. It is already clear that one 
result of the devaluation of the sterling currencies will be to accentuate infla- 
tionary forces at work within the area. Capital movements from Britain to 
the Union would add to these pressures. They should therefore be permitted 
only if they promise to achieve a substanti: 11 improvement in the country’s 
position on gold and dollar account. 
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From T.D.R:s to Bills 


HE change in floating debt technique on which the Treasury embarked 
Tat the end of July has since been gathering momentum, and already its 

rate well surpasses that of 1945-46, when the authorities were making 
their first—and, until this summer, their only important—adaptation of 
borrowing methods to post-war needs. On July 29, the offering of Treasury 
bills at the tender was increased to {190 millions, and since then the weekly 
offer has been stepped up successively, reaching £230 millions by the second 
tender in September. Until this movement began, the offer had exceeded 
£170 millions on only half a dozen occasions, confined to the very modest 
seasonal expansions of the autumn of 1947 and 1948. With these exceptions, 
the standard weekly offering had been kept at £170 millions since the end of 
1946, and for more than e ighteen months there had not been even a mome ntary 
dip below that level. It follows, therefore, that the total of tender bills out- 
standing had been steady for many months at {2,210 millions and had never 
risen above £2,250 millions. Since the end of August, when the importance of 
the change in tactics first became clearly apparent, it has been rising at the 
rate of {50-60 millions a week, so that by the end of last month the total had 
already reached {£2,600 millions. 

This large increase in borrowings on bills has not been accompanied by 
any comparable increase in the Treasury’s need for cash, so that a high propor- 
tion of the additional funds has been used to repay direct borrowings from the 
banks against Treasury deposit receipts. In the first nine weeks of the rising 
bill issue (during which the aggregate expansion was £390 millions), the total 
T.D.R. issue was reduced by roughly £338 millions, to about £906 millions. 
Already, therefore, the T.D.R. borrowings have been reduced below the post- 
war low point reached at the seasonal tax-gathering peak last spring. Plainly, 
the object of this policy is to bring about another major shift in the composition 
of the “ active’ portion of the floating debt, by switching the emphasis still 
further from T.D.R.s to bills. Plainly, too, the prospective scale of the move- 
ment is sufficient to be of major importance for the banks and the money 
market, whatever its underlying motives. The reduction in the T.D.R. issue 
which has been achieved in recent weeks is not, of course, the most rapid 
repayment which the banks have experienced since the war. In the last four 
months of 1945, the issue was reduced from its peak of £2,225 millions (touched 
on September 7) to £1,636} millions, a decline of no less than £5884 millions. 
But at that time the process of switching into bills was only a subsidiary 
factor, accounting for {130 millions (raising the total tender issue from its 
end-war level of {1,690 millions, to £1,820 millions) ; the main influence then 
was the rapid decline in the whole volume of “ active’ floating debt, under 
the influence of the opening phase of the Daltonian savings drives. The 
significance of this latest assault upon T.D.R.s is not to be measured, therefore, 
by comparison with 1945. The repayments which are occurring now are 
wholly attributable to the switching process, which is being pushed far more 
vigorously than ever before. 

In these circumstances, it is a little surprising to find some City observers 
still contending that it owes its origin to this summer's break in the gilt-edged 
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market. It is pointed out that, if the gilt-edged market next February looks 
no better than it did when the change in floating debt policy was launched, 
the authorities could scarcely attempt to place a medium or long-term issue 
to fund the £787 millions of 1? per cent. Exchequer Bonds which mature then, 
while there woud be at least equally cogent reasons for abstaining also from 

making a replacement ‘‘ money market ” issue of short bonds. In that event, 
the redemption of the Exchequer bonds would involve a corresponding increase 
in the total floating debt. The consequential increase in the “ active ’’ portion 
of the debt (T.D.R.s and/or tender bills) would, of course, be smaller than 
that in the total, since the ‘‘ departments’ must already be holding sub- 
stantial quantities of the maturing bonds; and these holdings would be 
repaid by an internal exchange into tap Treasury bills. Even so, the additional 
“ active’ borrowing would be large—probably not less than {£500 millions 
over a period of, say, six months up to and including the redemption date. If 
the authorities had ‘adhered to the principles of recent years, when the T.D.R. 
issue has been required to take the strain not only of week-to-week variations 
in the Treasury’s need for cash, but also of any sudden and extraordinary 
demands, the “ active’ borrowing to finance the redemption would have 
taken this form. Hence the explanation of the recent switch to bills, according 
to this theory, is simply that this time the authorities have decided that the 
strain of extraordinary needs shall be shared between bills and T.D.R.s. The 
T.D.R. issue, it is said, is being reduced now merely to prepare for its re- 
expansion in a few months’ time. 

This argument is not, in fact, refutable by any direct evidence. But a 
careful scrutiny of official policy since the war suggests that there has been a 
growing desire to restore the importance of the bill in the “ active ’”’ floating 
debt and to reduce, correspondingly, the reliance upon the T.D.R., which has 
not only become a very inflexible form of finance from the standpoint of the 
banks but is coming to be regarded as a symbol of war-time discipline for 
which there is no longer any real need. If redemption of the Exchequer bonds 
does in fact involve a large re-expansion of the T.D.R. issue, that would 
probs ably be regarded by the anthesitie S as a necessary but regrettable set-back 
in the deve lopment of the longer-term strategy rather than as a short-term 
contingency for which preparations had been duly made. There is, moreover, 
one technical reason for doubting whether, even in these circumstances, the 
re -expansion of the T.D.R. issue must necessarily be as large as some have 
envisaged. The effect of the switching process early next year will be to alter 
greatly the customary proportions between those maturities of bills and 
T.D.R.s which are concentrated into the big tax-gathering weeks. In conse- 
quence, in the absence of any special demands for cash in this period, the 
authorities would be unable to avoid making an important reduction in the 
bill issue. If, therefore, an impending redemption of the bonds has to be 
faced, the tendency might well be to find part of the cash by reducing the bill 
issue less markedly than would otherwise have been necessary. 

For these various reasons, it seems safe to conclude that the problem of 
dealing with the Exchequer bonds has not played any decisive part in inducing 
this latest switch to bills. But even if this assumption were incorrect, the 
movement would still be significant. It would indicate that the authorities, 
though possibly not anxious to achieve for the time being any further large 
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reduction in the T.D.R. issue on balance, were at least concerned to prevent 

its rising again beyond the range to which the banks have lately become 

accustomed. On this argument, the presumed ceiling would be about £1,500 

millions ; but it would probably have been impossible to keep within this 

figure during the next seasonal expansion if the T.D.R. issue had had to carry 

the whole weight of the Exchequer bond repayment. , 
The post-war range of the T.D.R. issue has been as follows : 


TOTAL T.D.R. ISSUE: POST-WAR FLUCTUATIONS 


millions 
1945 1940 1947 1945 1949 
High .. és 2225 1795 10804 1511 14724 
Sept. 7 sept. 2 Jas. 1 Dec. 31 jan. 8 
Low - -- 16364 13704 12524 1201 706 * 
Da lune 3 Oct./Nov. Fe. 23 ae 
Dec. 31 16304 16764 14024 [511 - 
* | 1a 


For the purposes of comparison, it may be noted that the holdings of the 
clearing banks, which reached a peak in July, 1945 (as shown by the monthly 
figures which are, of course, the only ones available) at £1,994 millions, have 
not risen above £1,400 millions since the early months of 1947 ; their highest 
level since then was the {1,397 millions reached last December ; but by March 
last they had dipped to a post-war low point of £955} millions. 

On the eve of the present switching, the total T.D.R. issue stood at £1,246} 
millions (July 30), with the clearing banks’ holdings at £1,160 millions (on the 
July make-up date). By September 24 the total was down to {970 millions, 
while the banks’ holdings at the August make-up were down to £1,087} millions. 
Both figures are evidently destined to fall much further before the year-end. 
Judging from the experience of recent weeks, some money market circles 
expect the offering of bills to be stepped up to £240 or £250 millions in the 
few weeks which will carry the maturities into the peak revenue season. If 
the average weekly offer in the final quarter of the year were £230 millions, 
this would raise the aggregate addition to the total tender issue since end-July 
to no less than £780 millions (to £2,990 millions), of which £390 millions has 
already taken place (the total stood at {2,600 millions at October 1). 

What this might mean for the T.D.R. issue cannot, of course, be precisely 
estimated, because the Treasury’s demands for finance from the money market 
and banking system, considered as a whole, depend upon a wide range of 
influences. These include not only the flow of normal revenue and expenditure 
and receipts from extra-budgetary funds, but also the extent of Britain's 
dollar deficit on the one hand and the rate of net release of sterling balances 
on the other. Even so, calculation based on last year’s experience may serve 
to indicate the broad order of magnitudes, provided that it is borne in mind 
that the Treasury’s net cash position is likely to be distinctly less favourable 
in the next “‘ revenue ”’ quarter than it was in the early months of 1949 (with 
the possibility, however, that it may well be more favourable in the coming 
quarter than in the last quarter of 1948). 
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With this qualification, it may be noted that in the last four months of 
1948, the Treasury required an additional £96 millions of finance from tender 
bills and T.D.R.s combined. A similar demand this year would raise the 
combined total of the “ active’ debt from £3,502 millions on September 3 
last to about £3,600 millions by the year-end. If, therefore, the tender issue 
in the final quarter averaged £230 millions, the total of outstanding T.D.R.s 

would have been reduced to only a little over £600 millions by December 31 
next—on the eve of the peak inflow of revenue. An average bill issue of £220 
millions weekly would still leave the T.D.R.s at under £750 millions. 

Evidently, if it could be assumed that the Exchequer bonds will be re- 
financed by a gilt-edged market operation, the seasonal inflow of revenue 
might reduce the total T.D.R. issue to a very low figure indeed. In the fiscal 
year 1948-49, the swing in the Treasury’s aggregate borrowings on “ active ’ 
debt from the seasonal peak (end-December) to the seasonal nadir (March 12) 
amounted to no less than £547 millions. In theory, a debt redemption on this 
scale could come near to eliminating the T.D.R. issue resulting from a sustained 
bill issue of £2,990 millions. In practice, even if the authorities wished to 
achieve so spectacular a result at the seasonal nadir, they would be confronted 
with the technical difficulty of securing a sufficient concentration of T.D.R. 
maturities during the re latively short phase of peak revenue. Obviously, the 
impact of repayment would be shared between the two forms of debt. This 
calculation, speculative and hypothetical though it is, does demonstrate, 
however, that it would be technically possible for the T.D.R. issue to emerge 
from the heavy tax-gathering phase at a figure substantially below its present 
level even though some £500 to {600 millions of special borrowing had been 
required to finance a cash repayment of Exchequer bonds. In other words, if 
the authorities wished to avoid any major re-expansion in the T.D.R. issue 
from the level to which it falls by the end of this year, they could readily do so 
simply by devoting the seasonal surplus of revenue mainly to the redemption 
of the Exchequer bonds, and by thus maintaining the total issue of tender 
bills at or near its year-end level. 

At this stage, it is difficult to guess how large a proportion of the additional 
tender bills will actually come to rest in the money market and the banks. 
During the first seven weeks of the rising issue, the discount market’s increased 
allotments at the tenders (compared with its aggregate allotments in the 
preceding seven weeks) apparently accounted for about three-quarters of the 
total increase in the supply of bills. But the pressure caused in the short 
loan market by the financing of these big quotas has necessitated a substantial 
re-sale of short bills to the authorities, both by clearing banks and by the 
discount houses themselves. It is evide nt, therefore, that an appreciable 
proportion of the additional bills has in effect been financed outside the com- 
mercial banking system, either by the authorities themselves or by overseas 
funds in London which formerly were in private hands but which have lately 
tended to be concentrated into the holdings of the monetary authorities of 
the countries concerned. To the extent that this has happened, there has 
been a decline in clearing bank deposits, so that the switch from T.D.R.s to 
bills w ithin the total floating debt will not have been neatly reproduced in the 
banks’ balance sheets—the banks’ T.D.R. holdings are likely to have fallen 
by more than money market assets have risen. 
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Despite this—possibly temporary—cushioning of the impact of the expand- 
ing bill supply upon the money market and the banking system, it is evident 
that the changing floating debt technique has wide implications for the banks, 
The switch from T.D.R.s which occurred in the early post-war phase was 
plainly dictated by the need to restore the sorely depleted pool of flexible assets 
available to the banks. In the spring of 1945 the ratio of money market 
assets to deposits had dropped to a mere 6} per cent., and even that year’s 
average ratio of 8.4 per cent. was far below the level needed for smooth opera- 
tion of the banking mechanism under post-war conditions of rising advances 
—especially as an ambitious Chancellor was anxious to drive the banks still 
deeper into the gilt-edged market. For the past two years, however, the ratio 
of money market assets has stood at the comfortable level of 20 per cent. 
more ; in the first six months of this year it averaged 22.1 per cent., or more 
than its true average in the last three years before the w ar—after allowing for 
the distortion caused then by the window-dressing of bank cash. Though the 
authorities are evidently aiming at still further improving the flexibility of the 
banks’ asset structure, their latest switch has cle arly not been necessitated by 
the pressing considerations which were decisive in 1945. 

To this conclusion one qualification ought perhaps to be added. There are 
some who hold that increased supplies of liquid assets may sooner or later 
induce the banks to give support to the gilt-edged market. This contention 
begs many questions, not the least of which is its assumption that the authori- 
ties would be prepared to countenance the credit expansion needed for such 
bank purchases of gilt-edged despite the fact that it was apparently their 
desire to avoid credit expansion which has lately kept them from supporting 
the market themselves. Or is it to be supposed that the bank purchases, 
could they be thus induced, would be intended not to raise the level of the 
market but simply to enable the authorities to reduce their own holdings of 
stock—which some City observers believe to be uncomfortably close to the 
practicable working limits ? 

To any such intriguing suppositions, the banks would retort that, after 
the experience of the past few months, they are more than ever conscious of 
the embarrassing level of their gilt-edged portfolios, and in this context are 
much less interested in liquidity ratios than in another ratio which is becoming 
increasingly relevant—the ratio of inner reserves to the likely range of fiuctua- 
tion in the market value of portfolios. Even so, it will be interesting to see 
how they will react to the significant change in assets disposition which the 
switch from T.D.R.s will involve. The prospective change, as this analysis 
has shown, could be much larger than yet seems to have been generally appre- 
ciated. At the least, it will change the tentative equilibrium which has been 
established in the past two years. This equilibrium had been founded upon a 
total liquid assets’ proportion roughly comparable to that customary before 
the war and a proportion of inflexible assets—T.D.R.s, investments and 
advances—fluctuating at a little below, instead of up to 10 per cent. above, the 
70 per cent. ratio which was the classical figure for advances plus investments. 
A switch of 5 per cent. or more from the second group to the first would produce 
a situation for which the present generation of bankers would find it hard to 
recall any precedent. 
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Endorsements Must Go 


In an article under this title in the July issue of THE BANKER, Mr. G. O. Papworth 
outlined a scheme for the introduction of a non- transfe rable order to supplant the 
cheque, and thus to avoid the waste and friction involved in the present practice of 
endorsement. This proposal, which has evoked widespread interest in banking circles, 
moved Mr. L. C. Mather to argue the other side of the case in an article published 
last month. 

Mr. Papworth remained unimpressed by these counter-arguments, and promised 
a quick rejoinder. This is printed below, followed by a further contribution to the 
debate by Mr. J. Mead, who, as long ago as March, 1941, first raised in these 
columns the question of the “ obsolescence’’ of the cheque. Mr. Mead now puts 
forward his own proposal for an alternative form of order.—Ev. 


[—Mr. Papworth’s Rejoinder 


LTHOUGH Mr. L. C. Mather, in his contribution to the September issue 

of THE BANKER, comes to the conclusion that the present practice of 

endorsement of cheques should remain unaltered, all his arguments 
appear to me to strengthen the case for boldly making a change, if not exactly 
on the lines of my proposals as set out in the July issue of THE BANKER, then 
on some other basis. Mr. Mather has certainly helped to clarify the issue by 
narrowing it down to the question of practicability, and as the routine of 
banking is the particular aspect which has engaged my energies I feel bound 
to accept the challenge and pursue the matter further on the grounds he has 
selected. If his views on my pope to eliminate endorsements had been 
based on legal considerations I might have been more submissive. But this 
vitally important aspect of my proposal would appear to be unassailable 
As Mr. Mather admits, “ There is nothing at law to prevent the introduction 
of such an instrument [i.e. the non-transferable order advocated] at the request 
of a customer against suitable indemnity ’ 

Since there seem to be no legal obstacles to my proposal, discussion must 
now focus upon the practical issues which have been raised. Mr. Mather does 
not dispute that the waste of time and effort expended on endorsements calls 
for a serious endeavour to make an economy in the national—as well as in 
the banks’—interest. The estimate of 5,000 man-hours wasted daily, made 
in my first article, was a modest one. Any interested banker can measure the 
time taken to examine endorsements by the cancellers of clearing cheques 
and then multiply it by the appropriate figure to cover the million cheques 
passing daily through the clearings and the further quarter of a million passing 
internally between the separate branches of each bank. To this work of 
detailed examination must be added the scrutiny by the collecting bankers 
and the even greater labour of the payees in making the endorsements in the 
first instance. Yet when all these outmoded Jegal requirements have been 
complied with, nothing of real value is achieved. 

For example, asa test I have examined the paid cheques debited to my own 
account over a period and found that not one out of 145 cheques has been 
negotiated to a third party. In every instance they have either been paid in 
for collection by the payee—the coal merchant, gas undertaking, electricity 
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board, rating and tax authorities, telephone account, schools, the tailor and 
ther tradesmen, insurance companies, stockbroker, doctor, hotels and clubs 

or have been made for cash withdrawals. The proposed non-transferable 
order could have been used in every single case to great advantage. The 
endorsements on the 145 cheques include 11 which were stamped to cover 
variations of name spelling, four endorsed by the collecting banks as “ passed 
to credit of payee "’, three “ Endorsement confirmed ’’ for poor handwriting, 
and two not endorsed at all. These last happened to be paid in for credit at 
the same bank on which they were drawn, a proceeding which covers the 
principle of my argument for wider application. If the reader could find 
time to examine his own paid cheques he would probably be similarly amazed 
it the expenditure of energy and time involved—energy and time which serve 
no useful purpose and could so easily be saved. 

Mr. Mather generously admits that the proposal for a non-transferable 
order is so attractive at first sight that some may wonder why it has not been 
adopted before, and after agreeing that negotiability of cheques is really 
seldom necessary he recapitulates the advantages of a non-transferable order 
briefly as follows: (a) saving to receiving firms and bodies in making the 
endorsements ; (0) removal of risks of theft since the order would be valueless 
to anyone other than the payee; (c) greater protection for the drawer ; 
(d@) avoidance of nuisance arising from mis-spelt names; (e) avoidance of 


| BANKING 
AMALGAMATION 

Subject to the pecans ourt of Session, 

THE CLYDESDALE BANK LIMITED 


and the 


NORTH OF SCOTLAND BANK LIMITED 


will be amalgamated as from January 1, 1950 


under the title 


CLYDESDALE AND NORTH OF SCOTLAND BANK LIMITED. 


ee 


The combined Bank will conduct business at 360 branches in Scotland, besides 
operating through its established offices in London. It will be represented, as 
hitherto, by the Midland Bank throughout England and Wales and by correspondents 


1 all important trading centres overseas. 
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obligation on the collecting banker to examine endorsements received for 
collection and to confirm irregular endorsements ; (f) escape from risk of 
legal negligence ; (g) need for the paying banker to concentrate on face of the 
order only; (h) avoidance of delays and annoyances arising from returned 
cheques. He is thus driven to the gratifying admission that the replacement 
of cheques by a form of non-transferable order for universal use would result 
in a considerable saving of time to bankers and customers alike, while intro- 
ducing a safer and simpler means of payment. 

We come now to the main point at issue. Can the new form of non-trans- 





ferable order be introduced progressively alongside existing cheques without 
disorganizing the system of banking or confusing customers to an unreasonable 
extent ? Let it be said unequivocally that there is not the least danger of 


complications arising from the introduction of the new order amongst the 
other banking instruments passing through the clearings. When one recalls 
the many varieties of cheques, warrants, orders and payment vouchers for- 
merly passing through the clearing, and their lack of uniformity in style, 
size and shape until ve ry recent years, this supposed danger can be dismissed 
as without foundation. I feel on safe ground in making this assertion, for I 
was auditor of the clearing house expenses and examiner of the walks settle- 
ment during the war vears, and a rather special knowledge of these matters 
has thus been available to me. 

Another point raised by Mr. Mather is that the non-transferable order 
would be unsuitable for use by (e.g.) industrial insurance societies who now 
issue cheques to payees not having banking accounts. Is this a tenable objec- 
tion in these days when even the Post Office Bank and Savings Banks accept 
cheques for collection ? Moreover, if these insurance payments are sent to 
beneficiaries for encashment at local branch banks it is quite simple to print 
a form of receipt on the reverse side of the non-transferable order, in which 
case no disadvantage as compared with cheques would arise. 

The growing practice of printing receipts on the backs of cheques is next 
commented upon, and Mr. Mather suggests that if non-transferable orders 
were substituted for cheques this practice would have to be discontinued—to 
the — inconvenience of some customers. But surely the practice would 
continue in exactly the same way as at present, except that the paying bank 
would no longer have the responsibility of examining such receipts—that 
would be a matter for the customer when he received his paid vouchers from 
his banker. There seems to be no validity in my friendly critic’s objection on 
this score. 

Again, Mr. Mather so elaborates the theme of facilities for the encashment 
of cheques that it is made to appear that the new order would fail to provide 
for these needs. This is not so. The commonest need under this heading is 
for wages payable by contractors at distant places under authority given to 
local branch banks. In cases where the principals cannot ascertain the exact 
amount of wages required, this need is already met by the use of a claim form 
drawn upon the firm’s banker and incorporating a receipt, for sums within a 
stated limit, which can be signed by their foreman or other re presentative. In 
cases where the exact amount of wages to be drawn is known in advance the 
new non-transferable order, with a form of receipt printed on the back, would 
be a perfect instrument. 
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As for the difficulty of names of payees which are incorrectly spelt, I do 
not deny that the onus would be upon the collecting banker to decide whether 
to accept or reject an article offered for collection for his customer’s account, 
It is difficult to discern any difference here from present usage w ith cheques, 
Surely, if a non-transferable order were to be paid in for credit by a seputen® 
customer with a name capable of frequent variation, say, for example, Tootal 

3roadhurst Lee & Co. Ltd., the collecting bank is entitled to assume that it 
has reached the customer in due course and rightly belongs to him even if it 
happens to be made payable to “ Messrs. Tootal”’ or any other mis-spelling, 
The matter is necessarily one for common sense, judgment and confidence in 
the customer, just as it now is with cheques when any suspicion of conversion 
arises in the mind of the collecting banker. As for the rather far-fetched Case, 
which Mr. Mather cites, of the difficulty of debiting to the night account a 
returned cheque payable to one of two different customers but with duplicated 
names, who had previously been credited with the same round amount on the 
same day, it must surely be observed that even to-day mistakes are not 
unknown in applying cheques or credits ; but these occasional errors are ad- 
justed amicably. This risk is not increased by the proposed new order. 

Mr. Mather invites the reader’s pity for the new customer who is ignorant 
of banking practices who would have to make his choice of form of payment 
between open cheques, crossed cheques, or the new non-transferable order. 
Is this quite fair? Do banks, under the present system, give a dissertation on 
open cheques, crossed cheques, cheques to order and to bearer, or a lecturette 
on ‘‘ Not negotiable ’’, with an explanation that these words do not mean that 
the cheque cannot be negotiated, and so on? As a matter of course the new 
orders would be printed in the familiar style and colour adopted by each bank 
for their cheques. Quite frankly, therefore, one hopes that readers will share 
the conviction that neither this nor any of the other objections raised in 
Mr. Mather’s article really weakens the case for introducing a non-transferable 
order and for introducing it with the intention that it should supplant the 
crossed cheque as speedily as possible. 

Mr. Mather questions whether there is any real and widespread demand 
from trading customers for such an instrument. Of course there is not ; but 
there 7s an insistent demand that bankers should unite to find a way of elimi- 
nating the legal requirements of endorsements on cheques, and the proposal 
now made is one answer to this ; if a better way is found [ shall welcome it. 
But let bankers pond r over the futility of their spelling out “ Passed to 
credit ’ when this is already fully implied by the branding stamp on the face 
of a cheque. This one instance should exe mplify the need for a general clean-up 
of the situation. 

It is true, as Mr. Mather points out, that customers, if they so desire, can 
utilize other means of payment than the cheque, such as the credit advice 
system. I am well acquainted with both the merits and disadvantages of this 
latter scheme, for I served on the committee which sponsored it in 1931 and 
on the war-time committee which reviewed its working. We found that if 
credit advices displaced cheques, the detailing of credit items in ledgers and 
statements increased banking costs. The real answer to this point, however, 
lies in the fact that an immense increase in the use of cheques has occurred 
notwithstanding the facilities offered by credit advices. 
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It seems to me that none of these arguments impairs my main thesis. If 
restrictive thet vie in industry arouse the indignation of bankers, they should 
make certain that there is no avoidable slowing down of operations in the daily 
routine of banking 





1i—Another Suggested Order 
J. Mead 


Much interest has been aroused in banking circles by the two recent articles 
in THE BANKER throwing new light on the old subject of the tedious and 
wasteful methods which have to be followed by all banks and by their customers 
in dealing with collection and payment of cheques. If we study all the reper- 
cussions of any alteration in our scapes ease d usage, the pros and cons are 
liable to be countless ; but surely there is an acid test to apply. If a more 
economical routine of dealing with cheque payments can be devised without 
asking any of the parties concerned to bear more risk or more inconvenience 
than they do now then in the name of common sense it should be devised and 
adopted without another century of delay. 

The reform suggested in Mr. Papworth’s first article does not date from 
1934, as might have been inferred, but from 1880 or earlier. The Bills of 
Exchange Act of 1882 was in fact opposed in Parliament even before it was 
passed on the grounds that it was an unnecessary complication to marry 
cheque practice to the network of rules already surrounding the use of bills of 
exchange. Negotiability, it was argued even then, was a characteristic which 
a cheque did not need to possess to provide a satisfactory and popular means 
of payment. 

Everyone in banking knows that the cost of clearing Mr. Brown’s cheque 
for half a crown, drawn in favour of a Pool Promoter, is fantastically high in 
relation to the transaction. The expense can be reduced only by making the 

cheque more closely allied to the Postal Order in its practical handling. To 
take a photograph of this half-crown document on its way through the banking 
system may be essential (I do not know), but to treat it in all phases of the 
banking mechanism as a negotiable draft which may have been endorsed over 
by the payee to a friend in Timbuktu before being stolen and negotiated for 
value in China is to bring a mountainous technique to bear on a trifling 
transaction. 

The banks are already collecting millions of postal orders without any real 
protection against the true owner, but the losses are few and small. Collection 
of “non-transferable ’’ cheques could be handled in a parallel way. The 
practical difficulties described by the contributor to the September issue of 
THe BANKER are not insuperable. In particular, there would be no need for 
the multiple varieties of cheque book there discussed. A single form of cheque 
book issued to a customer could suffice, the orders “ Pay ...... only” not 
needing endorsement by the payee or anybody else. Alterations to this 
mandate could be provided for by appropriate rules and/or legislation to cater 
for all payments in cash or otherwise. 

It would be quite simple to print on the cover of each cheque book the 
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directions for customers to follow, and I submit here one suggestion which 
would meet all needs. 

Readers should appreciate that this suggestion is intended to operate 
right outside the Bills of Exchange Act, and that criticism based on reference 
to present law is hardly to the point in designing a new instrument. If anyon 
objects to the printing of instructions to customers on cheque books, his 
attention can be drawn to the extensive words of counsel already being put 


PROPOSED NEW ORDER 





Date, etc. 


To Bank Limited. 
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INSTRUCTIONS TO APPEAR ON CHEQUE Book * 
Nole : 
Order No. 2 is not effective if it is deleted OR if this draft 
is CROSSED. 
Customers are advised that the Bank is not responsible for 
identifying payee before payment if Order No. 2 is used. If 
you give Order No. 2 delete Order No. 1 and do not cross. 


over in this way by banks who wish their customers to understand more of 
the pitfalls in cheque usage than they evidently do. 

Our current ideas are obsolete. We now start with the conception that a 
cheque must be born with negotiability like a bill of exchange, and is then 
permitted to shed some of this extraordinary quality according to an elaborate 
set of rules understood by few of the people who use the cheque as means of 

*The comments attached to the above form need not appear on each cheque, only on the 
cover of the book. There would be no difficulty in establishing that when a cash Order (in form 2 
is presented, exceptionally, through a Bank, then endorsement would be unnecessary. 

It will be seen that by filling in payee’s name against (1), oR by deletion of (2), OR by crossing, 
oR by any combination of these three factors, the customer effectively cancels any mandate to 
his bank to pay cash over the counter to holder, in such a way that it would be difficult to alter 
so as to mislead the bank. The customer is forced, that is, to make his mandate clear beyond 
dispute and he could hardly fail to do so. 
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payment. What we need is the opposite conception that a cheque should 
from its outset be mainly an instrument not intended for transfer, passed for 
payment through a banker to payee only, with practical procedure laid down 
for alteration to suit the other payments which form a small minority of total 
cheque transactions. Insignificant minority cases, such as cheques passed on 
to parties abroad, should not disturb the basic principle. The rules need not 
be legion, as in the Bills of Exchange Act, but fairly simple, to put the risk 
of wrong-doing where it is considered in equity to belong. 

As to the difficulty of receipts now popularized as an adjunct to or substitu 
for endorsement (showing incidentally how the Bills of Exchange Act can be 
enored by the public when their demand is insistent), it is a small step to 
recognize ali cheque forms duly branded by a bank as prima facie evidence of 
settlement between drawer and payee, unless conversion can be established. 
Supervision of receipts on cheques is an expensive practice for the banks in 
itself : another way of getting the same convenience for the public without 
inventing more work for the banks is long overdue. 

I do not suggest that an absolute bar on transfer is a practical thing. If 
a transfer must be made, for example, when the payee has no banking account, 
then the collecting banker can e ‘ither be saddled with the risk or trouble (just 
as he now is with cheques crossed “ account payee only ’’), or, better still, he 
could be protected by recourse to the customer who has (with the bank’s 
approval) paid in a “ non-transferable "’ draft payable to some third party. 
The customer could be protected (though not in the legal sense) by his own 
common sense, since there is no need to handle transfers of this sort without 
proper arrangements with the payee against risk of loss. It has to be recognized 
that recourse to a customer who had closed his account and disappeared 
would be of no use, but this position exists to-day with the many documents 
which are not strictly cheques at all. 

One refinement of my suggested system would be necessary. Commercial 
concerns would, as now, want to use drafts printed beforehand for passing 
through another bank, not wanting the payee to get cash over the bank’s 
counter. They now print them crossed and hence would require their “ non- 
transferable "’ drafts to be printed without the option to permit cash with- 


drawal. There could be little objection to printing with the omission of the 
‘Order 2’ shown on the specimen on page 50. Drawings for wages, etc., 
would be made (using “ Order 2°’) from a separate cheque book, which is 


already a growing practice, owing to the current difficultics of cash payment 
against crossed cheques which have been “ opened ’ 

If the Bills of Exchange Act remained unamended, the occasional customer 
who insists on legal rights would have to be dealt with by sheer discouragement, 
as he now is when he exercises the right to draw on his bank on a scrappy 
piece of note-paper, expressing his orders to pay with the addition of poetical 
embellishment, a form of instruction we still sometimes see. But even if the 
Act remains, the use of ‘‘ Orders’ in any new form could be established on a 
contractual footing between customer and bank, the former tacitly accepting 
a set of printed conditions for cheque book usage as part of the business of 
opening an account. Given the will to eliminate the present wastage of time 
and effort, the use of a little common gumption should clear most of the 
outstanding difficulties away. 
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Bankers and Bankruptcy 
By Frank D. Johnson 


ANKRUPTCY has always posed special problems for bankers, different 

from those faced by men in other businesses and professions. A trader or 

merchant, or a professional man, can refuse to supply a doubtful customer 
with goods or services on credit—or, indeed, to supply at all—long 
before the customer reaches the stage of bankruptcy. A banker, by contrast, 
cannot normally break off relations with a respectable customer who is in 
credit or whose account is reasonably well secured, however near the danger 
point the banker may believe him to be. 

As will be seen, to continue a customer’s account after the danger point 
has been reached will certainly involve the banker in loss. Much skill and 
experience are required to enable a banker to determine exactly when that 
stage has arrived, bearing in mind that any premature attempt to break off 
relations may involve him in another form of loss, and one perhaps even more 
damaging in the long run—liability in an action by his customer for defamation 
or slander, or for breach of contract. 

[f, after a receiving order has been made against his customer, the banker 
pays any of the customer’s cheques, or hands to him any securities, the banker, 
save in certain exceptional circumstances to be noted later, will be lable to 
the trustee in bankruptcy for the amounts paid or the security given up. 
Further, the trustee’s title “‘ relates back’ to the first act of bankruptcy 
committed within three months before the presentation of the bankruptcy 
petition (5. 37, Bankruptcy Act, 1914), so that after any act of bankruptcy 
committed by his customer, the banker’s position will be a delicate one. 

When a banker knows that a customer is financially embarrassed, he will 
do his best to protect himself by keeping a close watch for the first action by 
his customer which might subsequently be interpreted as an act of bankruptcy, 
as defined by Section 1 (1), Bankruptcy Act, 1914. Should the customer 
issign his property to a trustee for the benefit of his creditors, or if execution 
is levied against his goods, the position will usually be fairly clear; but it is 
not so easy to determine, for instance, whether a fraudulent conveyance has 
been made, or whether fraudulent preference has been given by the customer 
to some creditor, or even whether the customer has given notice that he 


intends to suspend payment of his debts. In Anglo-South American Bank v. 
Withernsea U.D.C. (1925), Inst. Jrnl., Vol. 46 (112), it was laid down that a 
mere admission of insolvency is not an act of bankruptcy and that the intima- 
tion of intention to suspend payment must be more than a casual remark, if 
it is to operate as such as an act. 

Again, the banker may have no knowledge of an impending insolvency 
until he finds that a bankruptcy petition has been presented against his 
customer, or perhaps that the customer has filed his own petition. Thus, so 
far as knowing when the bankruptcy of a customer may be at hand, the 
banker’s position is a difficult one, calling for constant vigilance and good 
judgment. 

From the foregoing, it is clear that the banker’s position would be impossible 
if he were to be liable to the trustee in bankruptcy in respect of every transac- 
tion after any act of bankruptcy committed by one of his customers, whether 
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he knew of such act or not. Section 45, bankruptcy Act, IQI4, however, 
mct 1 


provides that where no receiving order has been made against a person who 
subsequently becomes bankrupt, payments to him and transactions for valuable 


consideration are valid if the person dealing with the bankrupt had no notice 
of any act of bankruptcy committed by him. 

[hus the banker is protected in respect of the bankrupt customer’s cheques 
paid direct to the customer and in respect of any securities handed to him. 
In respect of cheques drawn in favour of third parties, however, it is strongly 
jaintained in Paget's J f Ba r, that after an act of bankruptcy has 


1 
1 > - 
been committed by the customer, any payment of such cheques would render 


i ig 
the banker liable to the trustee in bankruptcy, even though he had no notice 
of tl t of bankruptcy. Should this view be correct, the protection given 
to t] inker by Section 45 is far from complete. The point does not appear 
to have been judicially decided, but such considerations serve to emphasize 


( 


the need for vigilance. 
By Section 46 of the Act of 1914, where notice of the presentation of a 
bankruptcy petition has not been received—and, here again, provided that a 
receiving order has not been made—any payment of money or transfer of 
property to the bankrupt or to a person claiming by assignment from him, is 
valid if made in good faith ; in such a case no liability to the trustee in bank- 
ruptcy is incurred. The protection of this section is obtained although an act 
of bankruptcy may have been committed and even where the banker (or other 
person dealing with the bankrupt) has knowledge of such act of bankruptcy. 
As a cheque does not operate as an assignment of funds (Section 53, Bills 
of Exchange Act, 1882), the banker would not be protected by the above 
section, however, if he paid third-party cheques drawn by the bankrupt. On 
receipt of notice that his customer has committed an act of bankruptcy, the 
banker should, therefore, at once inform the customer that he cannot pay 
any further cheques to third parties, but will pay only those drawn in favour 
of, and presented by, the customer himself. A banker does not, as a rule, hand 
securities belonging to a customer to anyone else; but, after notice of an act 
of bankruptcy, he must take great care not to do so. Moreover, if a banker 
collects cheques for a bankrupt customer after he has received notice that an 
act of bankruptcy b 


‘ 
y has been committed, he will be liable to the trustee in bank- 
tuptcy for the proceeds of the cheques. ihe protection afforded to the banker 
by Section 46 does not extend to payments made out of the proceeds, so that 
such portion of the customer’s balance as represents the proceeds of cheques 
collected after receipt of notice of an act of bankruptcy is not available as a 
source of valid payments to the bankrupt. Hence, any cheques paid in after 
notice of an act of bankruptcy has been received are usually credited by the 
banker to a suspense account, to be held at the disposal of the trustee in 
bankruptcy if appointed, or to be transferred to the customer's account if, by 
the expiry of three months after the act of bankruptcy, no petition has been 
presented against (or by) the customer. 

When a bankruptcy petition has been presented, the next stage in the 
proceedings, subject to the necessary formalities, is the making by the Bank- 
Tuptcy Court of a receiving order against the debtor. This order, made in the 
interests of all the creditors, prevents, for the time being, any further action 
against the debtor or any dealings in respect of his property. As already noted, 


+ 


any transaction after the making of a receiving order is not protected by 
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either Section 45 or Section 46, so that the banker will have to refund to the 

rustee the amount of any payment out of the bankrupt’s account, or in respect 
of any security handed to the bankrupt, on or after the date the receiving 
order was made. 

As mentioned above, there is, in certain circumstances, one exception to 
this liability of the banker. In ve Wrgzell, Ex Parte Hart [1921], 2 K.B. 835, 
it was held that, where a stay of advertisement of a receiving order was granted 
by the Court pending an appeal, and the bankrupt customer’s bank paid 
several of his cheques in ignorance of the order, the bank was liable, despite 
its ignorance, to refund to the trustee all the amounts so paid. As a conse- 
quence of this decision, some protection was given to persons dealing with the 
bankrupt. Section 4 of the Bankruptcy (Amendment) Act, 1926, provides 
that the trustee shall not exercise his right to recover from any person making a 
payment in such circumstances, unless the Court is satisfied that the trustee 
could not recover from the person to whom the payment was made. But the 
protection thus given to bankers is very limited, as it would obviously be of 
little use for the trustee to seek to recover from the bankrupt, who would in 
most cases be the person to whom the banker had made payment or delivery 
of securities. 

The tricky question of fraudulent preference also deserves particular study 
by bankers. By Section 44 of the 1g14 Act, if a person, knowing himself to be 
insolvent, voluntarily makes a payment to a creditor with the intention of 
giving preference to that creditor, or to any surety or guarantor, as against his 
other creditors, that payment (or any other transfer of property) is void as a 


| 
fraudulent preference. By Section 1 (1) of the Act, such preference itself 
constitutes an act of bankruptcy on which a creditor’s bankruptcy petition 


may be founded. 

Fortunately, there is normally not much risk that any payment by a 
customer in reduction of his bank overdraft would constitute a fraudulent 
preference in favour of the bank. Any credits to an overdrawn account would 
usually be made either in the ordinary course of business or, very probably, as 
yressure by the bank for reduction of the overdraft. The payment 
under pressure, or without any intention to prefer the creditor, is 


nt preference. 
A real danger to the banker occurs, however, where an account is guaranteed 


and the customer, in order to secure the release of the guarantee to the guaran- 


tor, pays off his overdraft, or sufficient of it to secure such release. In re 
Barling & Co. (1932), Inst. Jrul., Vol. 58 (340), and in re Lyons (1934), 152 
L.T. 201, it was held that such repayments of overdrafts were void as being 
fraudulent preferences in favour of the respective guarantors, the bank being 
liable in each case to refund to the trustee in bankruptcy the amount of the 
overdraft so repaid. (Note: the decision in the second case mentioned was 
reversed on appeal, but only on the ground that there was no direct evidence 
of fraudulent preference.) 

In ve Conley [1938], 54 T.L.R. 641, it was further held that the depositor 
of collateral security was a surety or guarantor on a true construction of the 
fraudulent preference section of the 1914 Act. Where, therefore, a customer, 
knowing himself to be insolvent, put his account in credit in order to secure 
the release, to his mother and his wife, of War Loan deposited by them to 


secure his overdraft, the payment into the account which extinguished the 
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overdraft was invalid as a fraudulent preference in favour of the mother and 
wife; the bank, therefore, had to refund the amount to the trustee in 
bankruptcy. 

Here again, bankers have obtained some protection, curiously enoug 
through the Companies Acts of r047 and 1948. Section 92 (4) of the Act of 
1947 (re-enacted as section 321 (3) of the Act of 1948) provides that in the case 
of the fraudulent preference of a surety or guarantor in the winding-up of a 
company, the Court may give leave for an action to be brought against the 
party so preferred, for recovery of the sum paid. The provision is extended to 
the bankruptcy of an individual by Sec - 15 (4), Companies Act, 1947, as 
amended by Schedule XVI, 5 (3), of the Companies Act, 1948. 

Thus, although in such a case bl banker may have released the guarantee 
or a secur ity to a surety who has been so prefe rred, or where the banker may 
never have had any personal rights as against the surety, but only against the 
pace (e.g. shares) deposited, he can now, by leave of the Court, sue the 
surety for recovery of the amount of the fraudulent preference. 

There remains the important question of dealings with customers who are 
undischarged bankrupts. By Section 38 of the 1914 Act, the property of a 

t which passes to the trustee in bankruptcy is, with certain exceptions, 
all such property in the bankrupt’s gee ssion at the commencement of the 
bankruptcy, or which he may acquire before his discharge. It would clearly 
be very difficult for a bankrupt to trade after his bankruptcy, but before his 
discharge, without some modification of this provision. Accordingly, Section 47 
(1) provides that bona fide transactions for value with a bankrupt, in respect 
of property acquired after the adjudication, shall be valid against the trustee 
if completed before he intervenes. The sub-section further provides that the 


normal dealings of a banker with his customer, as regards securities and 


-4 


negotiable instruments, shall be deemed to be transactions for value ; they 





are therefore valid if completed before the trustee intervenes. 

Where a banker discovers that a customer is in fact an undischarged 
bankrupt, Section 47 (2) directs that he shall at once inform the trustee in 
bankruptcy or the Board of Trade of the existence of the account, and shall 
make no further payments out of the account except under instructions from 
the trust unless, by the expiration of one month from the notice, no 
instructions have been received from the trustee. 

[he above sub-section will have its main application to the case of new 


customers who are later discovered by the banker to be undischarged bank- 
tupts. [he circumstances of the bankruptcy of customers of longer standing 
will, of course, usually be fully known to the banker. In order to render valid 
any transactions on a new account in the name of the bankrupt customer, the 
account should be opened only with “‘ after-acquired property’, that is, 
property acquired after the adjud ication. The banker should take care, also, 
to give notice to the trustee in bankruptcy of the opening of the account, and 
not to allow any transactions on the account until he obtains the assent of 
the trustee—or until a month has elapsed without his having heard from him. 

As a rule, except in a bankruptcy where fraud is involved, the trustee will 
give his consent to the arrangement. The banker will have the satisfaction of 
knowing that the customer may start his financial rehabilitation while he, as 
banker, is fully protected in his dealings on the new account. 
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Uhe Tribulations of Bullion Broking 


By a Special Correspondent 


Sa very old observer and time operator in the bullion market, I have 

in trvu to f vy its post-war development. Short] 

“before the devaluation mad voV: of re-discovery, the results of 

which filled me with surprise, dismay d no little confusion. In order to try 

to clear my mind I have tried to set down to the best of my ability some of the 
seemingly unexplainable anomalies which I have discovered. 

Let me first deal with silver. Before the war 1 remember that silver contracts 


flowed freely between India, China, London, America and the Continent. A 


great deal of the world’s commerce was hedged in this medium. Indeed, before 
the enthusiasm of the U.S. silver Senators and the applied ingenuity of one of 
the greatest European economists put China off the silver standard, the metal 
was held to be a stabiliz ing factor over a great area of the globe. The London 
market was the linch-pin in this finely adjusted and balanced mechanism. 

During the war I followed Lend-lease with great interest and it appeared 
to me that the Lease-lending of silver to be repaid eventually ounce for ounce 
was held by the lenders to be an arrangement by which the borrowers would 
at least conserve an interest in silver. Alas! it seems that the borrowers found 
the potential repayment ounce for ounce a formidable project, since the value 
of silver had trebled in the meantime. Hence, I suppose, we see in this country 
and in India—the two main recipients of lend-lease silver—a melancholy 
desire to re-call the silver or semi-silver coinage and issue the dirty blond 
cupro-nickel disc instead. 

Since the war, however, keen student though I am, I confess I find difficulty 
in following the market. India, alas, is closed, and China is almost off the 
silver map. I had imagined, in such circumstances, that the silver market of 
the world would move to where the production was largest, namely, to the 
Western Hemisphere, to New York. But then | remembered that nobody 
to-day has dollars with which to buy, whether silver or anything else. | 
remembered, too, that the New York market is notoriously sensitive to the 
appearance of sellers. For all these reasons, I suppose there are still goings-on 
in the London silver market. But how this activity can survive the shackles 
that are put on it surpasses my imagination. 

[ gather, to begin with, that we need no longer concern ourselves unduly 
with the forward market, traditionally so essential a part of the whol 


mechanism. Spot silver can now be divided into at least six different categories. 





As described to me by a member of the market, they are “ official ’’, “‘ iree 
internal ’’, “ sterling area exportable ’’, “ dollar exportable "’, “‘ Government 
silver sche , and “ catch- h-can’’. It is, of course, all the same 
ale 

‘ Official silver ’’ is what the authorities sell to authorised industrial users. 
The authorities used to buy it fr saw it cost dollars 
they began to provide it out of ‘se sales amount to 
about 12 million ounces a year and are made at a price fixed by the authorities 


roughly correspond { tf American price at the omcial rate of excnange 
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bu nly ughiyv, because sometimes the authorities forget to move the 


2d. an ounce or so even if the New York price has fallen. ‘ Silver 





m Iver is provided by the authorities for manufactured and semi- 
mani t for export, fy is replaceable on evidence that the 
exports ha in fact been made. [t is slightly more expensive than “ official 


silver’. °° Dollar exportable’ silver 1s metal one might possibly buy in 


I 
dollars, if one had the dollars first, to sell to a customer who would certainly 
have to pay in dollars in advance, if he ha lt 1e dollars. This, in other words, 
is a very rare bird indeed. Then there is “ tling area exportable ”’ silver. 
[his is produced in the sterling area and it may be exported anywhere where 
it can produce us a ha’p’orth of foreign exchange. This, I gather, is very 


popular \ ith the authorities, but there is har any of it and it is expensive. 
Now we approach some of the more deeply hidden recesses of the market. 
Free internal’ silver is seldom seen. It is mostly the product of scrap, but 
as it cannot be used for anything other than domestic requirements, there is 


tl 


little demand for it, and up to the time of devaluation it seemed to be quoted 
at or about the price for “ official ’’ sil\ Since then, however, a little more 
his ul ’’ sil me on the market, and is helping to push 


I parit y. 
as-catch-can”’, is the most intriguing of them all. 
[t can be ¢ — hended, [ gath te! in terms of the football league table. The 
league table s the order of merit of a number of teams. If the team does 
well it moves pti and vice versa. The financial authorities in London appear 
to have a secret list of countries rather like the league table. They move them 
up an 1 own according to the hardness of their currency. If you buy from a 
country a the bottom (or soft currency under-belly end) of the league, you 
can sell to rH ountry higher up the table. But if you want to buy from the 
top of the table you are not allowed to pay and you cannot sell to anyone else. 
Sweden, for e ooh 8 has been a buyer of silver both for minting and industrial 
purposes. Sales have been made to Sweden both of “ sterling area exportable ”’ 
and of “ Government scheme ” silver. Arabia is interested in a new coinage 
scheme. The Arabians, however, are so far down the league table that the 
ultimate stone must be upturned to find a possible source of supply. 

50 many permutations and combinations are possible under the league 
table that they cannot all be explained. Moreover, if they were right to-day, 
they would be wrong to-morrow, because every now and again there is, so to 


speak, ““ an away match ’’, the result of which one does not know, which may 





The last category, “ cate 


result in a change in the league table in a manner quite unforeseeable and 


unpredictable—especially when a lot of financial experts congregate for a 
bilateral pact or a multiple currency restriction agreement. 


Some things, however, are certain. {fo-day, for example, one would not 
be allowed to buy silver from Portugal and sell it to France. One certainly 
could buy from France and sell to Belgium. But only the Football-Pool- 
Betting-Forecast-Result-Adviser-Man could say whether one might buy from 
Holland and sell to Denmark. 

These uncertainties of placing are by no means the end of the complications 
of the league table procedure. There is also the question of licences—import 
and export. They take an endless time. Sometimes they are granted and 
sometimes not. There is a saying in the market that they depend on price 


and quota, but nobody knows the quota or can guess what the right price 
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should be. These whimsical regulations may often mean that a silver deal 
which could be authorized under the league table on the day on which it was 
first put up to the authorities has ceased to be valid after the long delay in 
securing licences has expired. All these differences apply to the same silver, 
lying in bars cheek by jowl in vaults in the City of London. 

Now, for lighter relief, let me turn to gold. The London market apparently 
is no longer allowed to deal in gold except at the official price, at which no 
private business is done anywhere in the world. I should make a slight excep- 
tion to that. The market is allowed to bring in and refine raw gold and re- 
export it. But it cannot be re-exported in any form the broker pleases. Far 
from it. It must conform to the standard size bar of 400 ounces. If, for 
example, a client sends a London firm 300 ounces of raw gold as a trial sample 
for refining and asks for it to be sent to him in, say, eight bars of one kilogram, 
this will not be allowed. The bullion merchant may prove to the authorities 
in a trice that unless he can sell to his customer what the customer wants the 
latter will go to Italy, France, Holland, Belgium, or any other country which 
will gladly accommodate him. That will lose business to Britain. But such 
reasoning will not move the authorities, even the authorities at very high 
levels indeed. 

Let me give another example of the kind of decision which is now setting 
up serious anti frustration complexes in the hearts of bullion merchants. It 
is the case of the country which applied, through the recognized Trade Associa- 
tion, for 16,000 ounces of gold for its manufacturing trade. The deal was 
guaranteed by the National Bank of the country concerned. After five weeks 
the application was sent back to the London house marked “ allotted nil” 
And so it goes on. 

Surely all this trade which London is losing, both in gold and silver, used 
to bring a considerable invisible export income to this country. The authorities 
know that it brought in several hundreds of thousands of pounds a year, but 
I gather they can do nothing about it because they are all completely Bret- 
tonned up by Button Woods. The market in any one business has to deal 
with the Bank of England, the Import Licensing Department, the Export 
Licensing Department, the Treasury and the Customs and Excise people, to 
mention only the main ones. Likewise the customer, in his own country, has 
in most cases to go through a comparable paraphernalia. What nightmare 
distortion of the true principles of traditional currency multilateralism this 
bureaucratic fantasia conjures up. The simultaneous marriage of all these 
bureaucratic partners at home and abroad, is something which only a bullion 
merchant could achieve. Perhaps it is all done by mirrors, like Maskelyne and 
Devant ; but if so, it is kept a deep trade secret. 

Messrs. Japhet, in an excellent review issued some months ago, described 
Britain as being on the side-line of the bullion market ; but it seems to me 
that Britain is like a small boy who cannot get into the football ground at all 
and tries to catch a glimpse of the game from a mirror tied to a pole outside 
the palings. He certainly cannot follow the referee. I would like to add a word 
of congratulation to all those in the market who are able to inhabit and deal 
in so complex and incomprehensible a structure and, in spite of every obstacle, 
to achieve a modicum of invisible export for this country. How much greater 
that contribution could be if the market were allowed a semblance of the 
freedom on which it thrived in days gone by. 
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International Banking Review* 


Argentina 


HE Finance Minister has stated that there is no need for devaluation of 

the peso. The Ministry of the Treasury has asserted that one result of 

devaluation of sterling will be to enable Argentina to claim an increase 
of 40 per cent. in the sterling prices agreed for meat sales to Britain. 

The Government has introduced legislation for the modification of the 
Central Bank statutes. One object of the reform is the adjustment of the 
previous stipulation that the note circulation and the sight liabilities of the 
Central Bank should be covered to the extent of not less than 25 per cent. by 
gold and foreign exchange. Owing to the rapid growth of the note circulation 
and the steady contraction in gold and foreign currency reserves, the ratio 
has recently approached the minimum level. 


Australia 


The annual report of the Commonwealth Bank states that although infla- 
tionary pressures appear to be slackening, sectional shortages, partic ularly in 
basic industry, and the delayed effects of earlier inflation are still causing 
prices and incomes to rise. Industrial development is consequently being 
distorted by the high demands for consumer goods while the fact that Australian 
costs are continuing to increase at a time when costs in other countries are 
tending to level off means that the Commonwealth is particularly vulnerable 
to recession abroad and to the effects of internal instability. 

The report stresses that while Australia is better equipped to meet changing 
economic conditions abroad than ever before, the reserve of overseas funds 
at the end of June of fA 452 millions, compared with {A 274 millions a year 
before, was no more than adequate to meet needs. Exc he ange uncertainties had 
prompted many importers to delay payment as long as possible, while overseas 
purchasers of Australian exports had in many cases paid in advance. Despite 
official controls substantial sums appeared to have been transferred to Australia 
for temporary refuge or speculative purposes and this “ hot’”’ money was 
liable to prove a source of considerable instability in exchange reserves. 

Mr. Chifley, the Prime Minister, has declared that there is no possibility of 
a referendum on the question of the nationalization of the banking system 
being held before the life of the present Federal Parliament ended. As the 
findings of the Judicial Committee of the Privy Council would not be made 
known until about a month before Parliament dissolved there would be insuffi- 
cient time to frame a referendum on the subject. 

The London houses of Morgan Grenfell and Lazard Brothers are partici- 
pating in the formation of a new Australian company which is to carry on 
business as a finance and issuing house in the Commonwealth under the title 
“Anglo-Australian Corporation’. The company has an authorized capital 
of {A 500,000. 





* Other current international banking news is discussed in ‘‘A Banker’s Diary’’, on pages 1-6, 
and in the article on ‘‘ World Exchange Adjustments ”’ on pages 15-20. 
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The agreement lays down that when the new central bank ts set up, the 
conditions which now govern the operation of No. 1 and No. 2 accounts of 
Ceylon institutions at the Bank of England shall be extended to the accounts 
to be set up in the name of the Reserve Bank. It indicates that the present 
intention is to transfer all No. 2 accounts of the Government of Ceylon, the 


Ceylon Currency Commissioners and the Ceylon banks to the new institution. 


France 


Devaluation of the franc in terms of the dollar was accompanied by th 
abandonment of the system of diiferential exchange rates, it being announced 
that the rates of exchange for currencies dealt in on the free market would 
be “ unified ’’ on the basis of the f1 market rate. This means that the free 


rate will now apply to commercial transactions as well as to financial and 





tourist transactions. Rates for sterling and other currencies not dealt in on 
the free market will be fixed by reference to the current single free rate for 
Se eee i ee ee Bas as sie : 
the dolla und the oincial Gola parities IOT These Currencies. 

[In the hope of stimulating foreign investment in the French monetary area, 


1 


the French authorities have decreed that residents in Switzerland and the 
United States who invest capital in the area as from August 31 last will be 
granted the right to transfer abroad the proceeds of the liquidation of the 
assets so acquired provided they have complied with certain conditions. The 
facilities are being limited for the present to countries which grant full freedom 
for movements of capital into the French monetary area. 

Two banking groups are being formed to study methods of facilitating 
American private investment in the French Union. One will include seven or 
eight French private banks and the other will be formed from American 
banking institutions. 


Indonesia 


A concern called the Netherlands-Indonesian Company for Financing 
Recovery in Indonesia has been set up under the auspices of the Dutch Govern- 
ment to stimulate economic recovery in Indonesia. The total capital of the 
new institution is Fls. 300 millions, divided into 50,000 Priority shares, 200,000 
Ordinary shares and 50,000 Preference shares, all of Fls. t,000 each. Half of 


the Priority shares are to be held by the Dutch Government and the other 
half by the Government of Indonesia. The company will function on the lines 
fa bank, assist private enterprise b lits, loans, participation in capital 
ind by | : ms a sidered to 
Ci Ul trick \ j ill D ] i to 
} On I yn I 

| } t ( ! interes 


The (;0 im )] the i de Oo} rh li j nd of du Ore hav 
announced the lifting, as from the beginning of this month, of the moratorium 


proclaimed after the liberation of the country from the Japanese. Another 


ordinance puts into force a scheme for clearing up transactions made in 
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Japanese currency during the period of the occupation. The effect of this 
ordinance is to render invalid settlement of pre-war debts in Japanese currency 
which took place prior to the moratorium. The real value of the payment 
made in settlement will be determined by reference to a sliding scale, which 
takes account of the fact that the Japanese currency started at par with the 
Malayan currency and then gradually dropped until it became almost worthless 
at the time of the liberation. Debtors w il be required to discharge any balance 
of indebtedness to the creditor thus found to be due. 

The ordinance fixes interest payable to banks and others in respect of 
overdrafts and other liabilities incurred during the occupation at 3 per cent. 
No interest is chargeable for the period of the British military administration. 
Thereafter until the end of the moratorium, interest is chargeable at rates 
agreed between debtor and creditor subject to a maximum of 4} per cent. 


Pakistan 
The Pakistan Government has announced that its decision not to devalue 
the rupee in line with other sterling area currencies was taken to protect the 


it 


interests of producers of exportable raw materials, to reduce the cost of living, 
and to maintain conditions favourable to the industrialization of the country. 

The Prime Minister has announced that to stimulate the flow of capital 
from internel and external sources required for investment, the Government 
has decided to form an Industries Promotion Corporation for the development 
of 27 specific industries, including those concerned with the production of jute 
and paper, fertilizers, steel, rubber, heavy chemicals, engineering, and ship- 
building. The Dominion’s minimum capital requirements over the next ten 
years were estimated by the Minister at Rs. 3,000 millions. 


Palestine 


The report of the Palestine Currency Board for the year to March 31 last 
shows that the total of its notes outstanding dropped from {P 51.1 million to 
£P 23.4 million. The sharp contraction follows the replacement of the Board’s 
notes in the areas under the control of the Government of Israel by notes 
issued by the Anglo-Palestine Bank after the appointment of this institution 
as central bank of Israel in 1948. The redemption of the Board’s notes entailed 
the liquidation of a substantial proportion of its investments as well as heavy 
drawings on its cash resources. 


South Africa 


The Union Finance Minister, Mr. Havenga, has explained that the decision 
to devalue the South African pound by the same amount as sterling was taken 
because of the close financial, commercial and Stock Exchange relationships 
between the two countries and because of the distortion of the Union’s entire 
economy resulting from the low price of gold. 

The Minister of Economic Affairs, Mr. Louw, has stated that devaluation 
could not lead to relaxation of import controls this year as most of the gold 
resources for that period were already allocated for goods from hard currency 
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countries. He indicated that there might be a switch-over to purchases from 
sterling countries where gold would purchase more than in the hard currency 


area. 
Mr. Havenga has turned down a U.S. loan offer because the conditions 
imposed would have vant “intolerable ’’’. The Minister stated that he had 


found very little interest among U.S. financial institutions in maintaining the 
American share in the South African market. 

The remaining {12.5 millions of the sterling proceeds of the gold loan to 
Britain were drawn shortly before devaluation of sterling and transferred to 
the Reserve Bank, thus completing the liquidation of the transaction. 

The board of the National Finance Corporation has been formed under the 
chairmanship of Dr. de Kock, Governor of the Reserve Bank. Of the remaining 
eleven directors, six represent mining houses and two represent commercial 
banks. The building societies and other financial institutions have one repre- 
sentative each. The Treasury is represented by Dr. J. E. Holloway. 

A regulation issued under the Currency and Exchanges Act of 1933 has 
adjusted the minimum reserve which South African commercial banks are 
required to maintain with the Reserve Bank from 10 to 7 per cent. of their 
demand liabilities. As the commercial banks’ liabilities payable in the Union 
currently amount to about £300 millions, the effect of the change will be to 
increase their free cash balances by about {9 millions. It has been officially 
explained that the change is intended to facilitate the provision of the support 
of the commercial banks for the new finance corporation, inasmuch as, since 
it is probable that the corporation's principal banking account will be main- 
tained with the Reserve Bank, all deposits made with the corporation at the 
outset will be at the expense of the balances w hich the commercial banks 
normally maintain with the Reserve Bank. 

The Ministry of Economic Affairs has disclosed that a deal has been con- 
cluded with a British whisky firm which will permit relaxation of restrictions 
on shipments of the company’s product to the Union on condition that the 
proceeds of the subsequent sales are invested in South African Government 
securities for a period of ten years. 


Switzerland 


The Swiss authorities have withdrawn restrictions on transactions in U.S. 
dollars arising from payments for goods, financial transfers and tourism. The 
previous official rate for the U.S. dollar has ceased to exist, leaving the dollar 
market subject only to the interplay of supply and demand. It has been stated, 
however, that the Swiss National Bank will take appropriate action to keep 
exchange fluctuations within the limit of the existing parity. 


Yugoslavia 


Yugoslavia has been granted a credit of $20 millions by the U.S. Export- 
Import Bank. Up to 60 per cent. of the credit may be drawn immediately to 
cover the cost of purchases of American materials and equipment to rehabilitate 
the Yugoslav mining industry. The remaining 40 per cent. will be used to 
finance such purchases of goods and services as may be agreed upon by the 
bank and the Yugoslav Government. 
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Publications 


a | ! } > 1 seg } 
Banking in Scotland.” By F. S. Taylor. (‘‘ Handbooks on Scottish 





Banking Practice, No. 1,” Institute of Bankers in Scotland, 76 pp., 2s. 6d.) 
For some time past the Institute of Bankers in Scotland has been concerned 
at th iortage of standard text-books on Scottish banking, and at the rather 
antediluvian character of the few that did exist. A report submitted to the 


Institute’s Council bv its Examination Committee last October recommended 
tha ambitious series of brochures should be prepared to fill the gap. 

[his proposal has been translated with commendable promptitude into 
actiol The first brochure, on ‘“‘ Banking in Scotland ’’, written by the General 
Secretary of the Institute, is now available and thirteen others are in course 
of preparation. Mr. Taylor’s introductory survey starts with a brief history 
of the development of the Scottish banking system, goes on to a more detailed 
examination of the items in a Scottish bank’s balance sheet at the present 
time and then makes a preliminary reconnaissance of the ground to be covered 


in later handbooks. All this—in 70 odd pages of text—is a feat of compression 


I A } 





ably performed. One warning must be given to the English reader. This 


brochure is primarily intended for Scottish students—it is in no sense to be 


regarded as a handbook on the differences between English and Scottish 
banking practice. The very great differences involved—in the development of 
Company Law, in the distribution of assets, and in the system of bank charges, 


for example—are left to stab the student from the text without any softening 


word of explanation. 


Monetary Management. By E. A. Goldenweiser. (McGraw-Hill, 175 pp., 
$2.75.) Dr. Goldenweiser was head of the Research and Statistics Division 


of the Federal Reserve Board for nearly twenty years and is the author of 
The Federal Reserve System in Operation and other standard works. His 
latest book is divided into two parts: the first 103 pages contain a new 
analysis of the problems and policy of the Federal Reserve in its first 35 years 
of operation ; the rest is a reprint of the most important chapters in the 
official handbook on the System published by the Board of Governors two 

o. Two sections of Dr. Goidenweiser’s book—Chapter I which contains 


+ 
ts 

f 

i 


years ago. LV 

a first-class account of the way in which the rate of interest does influence 
business activity in America and Chapter 3 which contains a brief sketch of 
America’s entire financial mechanism—are of especial value. The historical 
inalvsis of the Federal Reserve’s operations, however, is too cursory to bring 
ut 1 h that is new, although most observers will agree that Dr. Golden- 
weiser’s mild criticisms of the timing and inconsistency of pre-1941 measures, 
and of t dogmatic cheap money policy followed between 1945 and 1948 
are on the right lines. His belief that a division can profitably be made between 
problen monetary management and problems of income regulation 1s, 
however, more questionable—in view of the tendency sometimes shown by 
he F i serve Board to work to automatic rules of thumb the opposite 
emphasis 1 have been better made. A sidelight on this tendency can be 





lon st cover of the book, where the President of one of the Reserve 
Banks praises Dr. Goldenweiser for ‘“‘ making a dull subject interesting” 
One can only hope—for America’s sake—that this sentence is not as pregnant 
of meaning as it seems. 
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Appointments and Retirements 








Clydesdale and North of Scotland Banks—Subject to the approval he Scottish Court 
yf Session to the me r of the ban with effect from January 11 and under the title of 
‘lydesdal 1 North of ¢ land Bank Ltd., Sir Harold E. Yarrow, chairman of the Clydesdale 
Bar i ) d bank. Sir An Mact d shairman 
f the ¢ ( ) lan, « in of the North of Sec d will be 
¢ \ ( | VA ‘ | oO , | } + his 
yw , € 2 lo |}. Campbel ] lace 
District Bank—. ist taffs) Mr. C. H. C. Harvey-Cook, from Wembley » t \anager 
Wembl Mr. W. |! Idrovd to be manager 

Lloyds Bank—// ca ff Pren Dept Mr. D. O’N. East, L.R.1.B.A., assistant building 
pector, to be manager, Maintenance Section t yustee Dept., Newca upon- 
Tyne: Mr. W. Dixon to be manager. Pall Mall, S.W.: Mr. K. R. Tones, from Bermondsey, 
S.E., to be a sub-manage Law Cour } Ir. L. M. C. Williams, from Pall Mall, S.W., to 
manage! , ham, Lang Mr. A. H. Thacker, from Wolverhampton, to be 
lanaget stra q OL ? \ W rost, from Nottingham, to be manager in succession 
to Mr. J. W. Stevens who has been granted prolonged sick leave. Bristol, St. Philip's Mr. 
C. H. Lees, of the inspection staff, to be sul manager. ( niry (a Cheylesmove) : Mr. C. H. 
Woolley, a r, Advance ianager. Mr. |. L. G. Atkinson, owing to indifferent 
health, is ur » take up his nt as manager and will remain at Hereford. Mr. G. T. 
Bennett, who had been appointed m er of Hereford, to be manager at Hastings on retirement 
of Mr. I. |. Morgan. Kensington High Street, W.: Mr. F. B. Warren, from Park Lane, W., to 
be manager on retirement of Mr. H. W. L. Loader. Nailsworth : Mr. J. A. Thomas, from Wor- 
cester, to be manager. Nottingham Mr. W. Oswell, from Willenhall, to be assistant manager. 


Notting Hill Gate, Vi Mr. W. P. Martin, from Pall Mall, S.W., to be manager on retirement, 
owing to ill health, of Mr. M. L. Blaxall. Park Lane, W.: Mr. M. T. Wilson, M.B.E., from Law 


Courts, W.C., to be manager. Walthamstow, E. Mr. J. G. Kerridge, from Great Portland 
Street, W., to be manager. Willenhall : Mr. C. B. Hankinson, from Langley, Birmingham, to 


be manager 

Martins Bank-—London District Office : Mr. R. J. Lees, an inspector at Head Office, to be a 
London assistant superintendent of branches. Bingley : Mr. A. Dewhirst, from Silsden, to be 
manager. Keighie Mr. H. R. Suttle, from Bingley, to be manager on retirement of Mr. A. W. 
Hindle. Silsden : Mr. L. S. Lucas, from Skipton, to be manager. 

Midland Bank--Head Office : Mr. G. W. Foss, to be assistant chief accountant. London— 
Muswell Hill : Mr. H. R. Hanson, of Enfield, to be manager ; Notting Hill : Mr. F. A. Andrews 
to be manager on retirement of Mr. V. E. Taperell ; Shaftesbury Avenue : Mr. G. E. Taylor, of 
Wood Green, to be manager on retirement of Mr. C. A. Buriand ; 30 Shoreditch High Street : 
Mr. L. F. Hagon to be manager on retirement of Mr. A. J. Donaldson ; Stamford Hili : Mr. 





W. K. Young to be manager Wood Green: Mr. L. J. Sly to be manager ; The Toun, 
Enfield : Mr. R. J. A. Grover, of Stamford Hill, to be manager. Shepton Mallet : Mr. R. C. 
Tothill to be manager on retirement of Mr. W. Shepherd. Wolverhampion, Queen Square 

Mr. A. C. Hoddell, of Leicester, to be manager. Waltham Abbey : Mr. B. W. A. Foxen to be 
Manager on retirement of Mr. C. Porter. Midland Bank Executor and Trustee Co., Lid.—Head 
Office : Mr. S. B. Lowery to be assistant general manager. Mr. J. S. S. Ullmer to be general 
Manager's assistant Mr. J. Brook, of Leeds, to be superintendent of branches; Leeds : 


Mr. L. B. R. Forsyth, of Birmingham, to be assistant manager. 
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Banking Statistics 


National Savings 
{ millions) 
ivings } Savings 
Certi- Defence Savings | Certi- Defence Savings 
ficates Bonds Banks Total j ficates Bonds Banks Total 


t (net)* Small | net) (met) (net)* Small 





I 39.2 ae 76.4 202.8 | Nay 5 258 [4.9 8 13.6 
I I 12? ( . 0.7 = } ..2 g.I 0.3 — 10.0 
II 1.0 95.9 36.2 I I July - 10.4 6.8 — 22.7 
II -1.2 13.4 35-6 47.8 | “fie : a Wane a 27 
LV 10.8 17.9 11.8 40.5 | mg > S08 5.3 8.8 
| Oct - 2.3 9.9 4.9 
19 ) 20.4 27.0 97-1 Nov - - 2.2 3.0 ® 
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9458 1049 4 1049 
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month, except at final month ach quarter 


highest level on September 7, 1945 5 millions. 


Net New | 1949 Net New 

Redeemed Borrowir Week ended aised Redeemed Borrowing 
- 50.0 } june . 5. 590.90 15.0 
30.0 ‘ ast P {0.0 10.0 
a a P “ae , 50.¢ 40.0 
‘ 35.0% 
6.0* 
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Britain’s Gold and Dollar Reserves* 
(£ millions 


Financed by : Reserves 
$$ ————— at endof 
Years and U.S. and Purchases S. African Change Period 
Quarters Canadian from Gold E ; in 
Credits I.M.} Loan Reserves 
270 52 004 


¢ Canadian dallars 








Reserves 


at end of 
Period 





